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The mission of Stone Fnergy Corporation is to provide our shareholders with
superior rates of retun through consistently profitable operations and prudent
management of the risks inherent to the oil and gas industry while fostering
a corporate character of business integrity, creativity, technical excellence, employce

involvement, environmental awareness and community service.
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Noon 11/20/01—Platform foundation in place. 7.05 a.m. 14/21/01—Preparing to set platform

FIVE-YEAR OPERATIONAL HIGHLIGHTS®™

2:30 pm. 11/24/01=Installation completed.

Year Ended December 31,

2001 2000 1999 1998 1997
Production
Oil (MBbls) 4,023 4,449 4,324 3,601 2,109
Gas (MMcf) 68,236 72,239 65,513 50,897 19,692
Oil and Gas (MMcfe) 92,374 98,933 91,457 72,503 32,346
Average Sales Prices?
Oil (per Bbl) $ 2562 $ 2666 $ 1619 § 1340 $ 1941
Gas (per Mcf) 4.29 3.64 2.27 226 2.67
Oil and Gas (per Mcfe) 4,28 3.86 2.39 2.25 2.89
Estimated Proved Reserves
Oil (MBbls}) 55,391 33,625 35,213 27,143 25917
Gas (MMcf) 442,669 398,524 385,667 370,772 278,773
Oil and Gas (MMcfe) 775,015 600,274 596,945 533,630 434275
Present Value of Estimated Future
Pre-Tax Net Cash Flows (in thousands) ~ $1,038,797  $2,941,790  $830,606  $450,583  $529,160
(1) Amounts for all periods presented reflect the 2001 merger accounted for as a pooling-of-interests,
(2) fncludes the effects of bedging.
Growth in Shareholder Value
(§ in millions)
Bond Offering $200
Corp. Acq. $53.70/sh
1 1,200
714 1,000
Primary Offering $43.75/sh 500
Bond Offering $700
R . v 600
Primary Offering $21.75/sh ;
. } 400
{PO $12.00/sh { /] |
l . ol { B > ( ! 200
EOC U S I O T T T
95

‘93 ‘94 96 97 98 99 ‘00

(2 Total Assets & Long-Term Debt

*Reflects Merger & Conoco Acquisition




During 2001, we overcame a series of challenges and pursued a multitude of opportunities, ending the year with real growth in
assets and company strength. In a high price and high cost environment, we were able to move Stone to a new level of reserve and
production magnitude by adhering to the strategy that has been our hallmark throughout our public life: to grow reserves, production
and cash flow principally from Gulf Coast Basin property acquisitions and exploitation. Over the course of the year, we achieved
remarkable results in each of these areas, compared to 2000’ pre-merger numbers:

® Proved reserves increased 94%

¢ Average daily production jumped 39%

* Cash flow from operations rose 44%

Our first challenge in 2001 was to integrate the properties, prospects and people gained in our February 2001 merger with Basin
Exploration into the Stone culture. | am pleased to report that we were prepared and able to complete this task while maintaining our
trademark focus on keeping costs low and maximizing our margins, even in the face of an escalating cost environment in our industry.
While service costs climbed, high product inventories, record domestic drilling rig utilization, moderate weather and a slowing economy
combined to create our next challenge, a dramatic and unprecedented fall in commodity prices.

Our proved reserves at December 31, 2000 were valued at $28.01 per barrel of oil and $10.13 per Mcf of gas as compared to
2001 prices of $18.64 per barrel and $2.79 per Mcf, a 33% and 72% decline in oil and gas prices, respectively. Historically, we have
used the acquisition market to grow our inventory of opportunities during periods of declining commadity prices as the cost
to acquire properties generally moves in relation to the direction of oil and gas prices. Having positioned the Company through our
balance sheet to acquire a package of core properties, we dedicated substantial internal resources to identifying, negotiating and
financing an acquisition of properties that fit our strategic profile.

Through the hard work and dedication of our employees, we were able to close the Conoco Gulf of Mexico properties acquisition
on December 31, 2001, just three short months from the time we announced our intention. These eight properties have produced
over 3.6 Tcf equivalent of natural gas since their discovery and we are confident that these core properties will be a source of future
growth in reserves, production, cash flow and ultimately shareholder value.

The merger and the Conoco property acquisition represent the two largest transactions in our history, totaling almost $750 million
in value. To put the magnitude of these achievements in perspective, our total assets at the end of 2000 were only $602 million. The
merger was financed primarily with our stock, which at the time was near its highest point ever, allowing the merger to be accretive
to our stockholders. The Conoco transaction was funded with borrowings under our recently expanded credit facility and proceeds
from the issuance of $200 million 8%49%, 10-year Senior Subordinated Notes. When combined, these transactions increased your
ownership of proved reserves per share by 37% during 2001,

Our ability to access the credit markets to complete the Conoco deal was made possible by our disciplined efforts over the last

several years to finance our capital expenditures almost entirely out of cash flow, instead of relying on bank borrowings. By maintaining

a strong and flexible balance sheet, we were perfectly positioned to quickly react when a premier opportunity such as this arose,




Last year's transactions reaffirmed our commitment to concentrating our expertise on

the Gulf Coast Basin. At December 31, 2001, our Gulf Coast Basin properties represented

94% of our total reserves and generated 96% of our 2001 production. The high production

rates associated with Gulf Coast Basin reservoirs provides us with both opportunity and
challenge. Our opportunity comes from rapid return of investment and high cash flow, and

our constant challenge is to more than replace produced reserves with new volumes. During

2001 we produced just over 92 Bcfe, almost a quarter of our year-end pre-merger 2000

reserves. Based on this decline rate our reserves would deplete in about four years if no new reserves were discovered or acquired.
However, through our 2001 drilling program and our acquisitions, we achieved a 518% reserve replacement ratio as we added more
than 464 Bcfe of proved reserves. This marks our highest reserve replacement ratio since 1996 and the eighth consecutive year that
we have more than replaced annual production with new reserves.

During 2001 we witnessed a soaring demand for drilling rigs and related services that, in turn, increased drilling and operating
costs and greatly reduced the supply of experienced service company personnel. We, like most of our peers in the industry, endured
costly operating inefficiencies and drilling delays as a result of the noticeable absence in experienced personnel. The combination
of these factors and our exploratory drilling results contributed to the high overall cost of the reserves added during 2001 of $2.05
per Mcfe.

We have set our 2002 capital expenditure budget at approximately $200 million with which we expect to drill about 50 gross
wells. Much lower industry costs during 2002 and a drilling program that includes many newly acquired opportunities should serve to
bring our finding and development costs back down to historical averages. We plan to use cash flow in excess of our capital expendi-
ture needs to pay down a portion of the debt we assumed during 2001. Even though our current credit statistics are in line with our
peers in the industry, we will continuously strive to improve our balance sheet, strengthening our Company in the short term and, in
the longer term, preparing for future growth opportunities.

During 2001, we rebuilt our prospect inventory, the pool of ideas and opportunities from which we grow the Company. We also
diversified our proved reserve base in terms of product, property and geographic concentration. Most importantly, in a year of
doubling reserves, producing properties and exploratory prospects, we maintained control over our asset base. At the end of 2001, we
controlled the daily operations of 82% of our reserves with an average working interest of 60% and an average net revenue interest
of 41%. This achievement ensures that we will continue to control the value extraction process from our property base.

In closing, 1'd like to thank all of our shareholders for their continuing trust and support of our Company. Our hard work at
building Stone Energy has earned us a place among Fortune’s 100 Fastest Growing Companies (No. 57). This achievement can only
be attributed to the outstanding efforts made daily by every member of the Stone family. With the talent, expertise and dedication of

our employees and directors, | am confident that our future achievements will prevail over the challenges that lay ahead.

D. Peter Canty
President and Chief Executive Officer




Quarterly Production Growth
(Befe/Qtr.)

Potential
Prospects
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Estimated

Technology helps to identify future sources of production growth

BUILDING STRENGTH: VALIDATION OF OUR STRATEGY

The purpose of a strategy is to map out a pathway to a specific objective. In Stone's case, our objective is two-fold—to build a
superior E&P company from a solid technical and ethical foundation and to return significant value to our shareholders. Our strategy,
in place since 1990, has been to grow reserves, production and cash flow through the acquisition of properties for the purpose of
exploitation of untapped reserve potential. Through the merger with Basin, we expanded our producing property base to include
the Rocky Mountains. Qur primary area of interest remains the Gulf Coast Basin where 94% of our proved reserves and 96% of our
current production are located.

The ideal Stone acquisition target has specific common characteristics that we seek out. It has an established production history
from which we can look forward by looking back, existing infrastructure and a low production rate at the time of purchase. The typical
Stone property has multiple productive sands and identified opportunities for reserve and production growth, principally through the
drilling of new wells. The Company strives to balance adding reserves through the purchases of properties with adding reserves
through the exploitation of untapped reserves on those properties. Finally, we seek out the opportunity to operate the property,
allowing us to better control the timing, selection, sequence and cost of field rejuvenation activities. This last point is vital to our role
and identity as a low-cost producer.

Qur strategy has seen the Company safely through unparalleled volatility in the commodities market in recent years. It has
provided us with the flexibility to respond appropriately to market conditions without adversely impacting our balance sheet. A low
price environment affords us acquisition opportunities when sellers are divesting properties with declining production and cash flows
and impending abandonment obligations. Conversely, a high price environment dictates that we curtail acquisition activities and add
reserves through the drilling of our own prospect inventory across our property base. Our operations are streamlined to maximize

cost efficiencies and productivity and by teaming people of multiple technical talents on every project, we achieve the larger goal of

At the end of the day,

We recognize that oil and gas price volatility is a challenge for all energy companies. We believe that by using our strategy and

enterprise growth.

the talents of our technically superior oil and gas finders as a blueprint for building the company, we can differentiate ourselves from
our competition and create value for our shareholders. Over time, this has set our stock price performance apart from companies
whose stock trades in step with oil and gas prices. An investment of $100 in our stock at our initial offering price would have been

worth $329 as of December 31, 2001. This represents a compounded annual growth rate of roughly 14%. The same investment in the

S&P 500 would have generated a return of only 11% over the same period of time.
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Reserve Growth Capital Expenditures

(Bcfe) ($ in millions)
Percentage of natural gas
27% g00
“
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*Reflects Merger & Conoco Property Acquisition & Acquisitions ¢ Drifling Program

*Reflects Merger & Conoco Property Acquisition

EXECUTING OUR STRATEGY THROUGH MERGER AND ACQUISITION

Acquisition through merger. As mentioned in the letter, we had a busy year regarding transactions that, in effect, more than
doubled our size. The acquisition through merger with Basin Exploration closed on February 1, 2001 with the approval of shareholders
from both companies. The stock-for-stock pooling of interests merger was the largest transaction in our history. By utilizing our stock as
currency, we partially insulated the economics of the transaction from commodity price fluctuations. The acquired property base met
nearly all of our strategic criteria, and provided the added benefit of an entry for Stone into the Rocky Mountain region at an exposure
level that we were comfortable with, With this one acquisition through merger, we increased our Guif Coast Basin producing prop-
erties by more than 50%, our unexplored primary term lease block position from five to more than 35 and added producing

properties in seven different basins in the Rocky Mountains.

a disciplined, proven strategy

Targeting hidden value in the Conoco properties. Late in the fourth quarter of the year, we acquired eight core properties and
various strategic gathering facilities and pipelines from Conoco for approximately $300 million. The purchase of properties was
financed through a combination of borrowings under our recently expanded credit facility and the issuance of $200 million in Senior
Subordinated Notes. The package of core properties has produced over 3.6 trillion cubic feet of gas equivalent, and was assembled as
an exit strategy from the Gulf of Mexico shelf by the seller. The eight properties are located offshore on federal leases in the Gulf of
Mexico and all fit the Stone strategy—mature production history with established infrastructure, multiple productive reservoirs, and
operatorship on the majority of proved reserves. The properties provide an immediate impact to our operations with an approximate
37% increase in proved reserves and a 22% increase in daily production. More importantly, we believe that additional value will be
realized in the future from material reserve and production growth that will come from undrilled or bypassed potential that we have
already identified. Our investment in additional seismic data this year will benefit the intense technical review that each of these
properties is currently undergoing. Further underscoring the strategic value of this acquisition is the significant existing infrastructure
from which many of these identified opportunities can be drilled, thus reducing both future development costs and the time required
to place a well on production. The transaction closed on December 31, 2001 and is accretive to our net income, cash flow and proved
reserves per share.

Through our merger and acquisition activity in 2001, we added over 400 Bcfe of proved reserves, essentially doubling our pre-
merger reserve base of 400 Bcfe at year-end 2000. The properties we acquired during 2001 are responsible for approximately 50% of
our current average daily production rate. Most importantly, these acquisitions added 133 independent exploratory opportunities to
our year-end 2000 prospect inventory. Ultimately, these identified opportunities will serve as a vehicle for future reserve and produc-

tion growth when high commodity prices and acquisition economics dictate that organic growth through drilling is more profitable

than external growth through acquisitions.




South Pelto Block 23 Field Eugene Island Block 243 Field Vermilion Block 255 Field
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*Revenues less operating costs from acquisition through 2001 plus estimated discounted future net cash flow from proved reserves at December 31, 2001
(priced at $18.64 per barrel and $2.79 per Mcf).

THE STONE STRATEGY IN ACTICON

Throughout our history, we have consistently demonstrated the ability to profitably acquire properties thought to be depleted
or in a late-stage of decline, and through detailed field studies and the drill bit, substantially grow reserves and production. South
Pelto Block 23, Eugene Island Block 243, Vermilion Block 255 and, most recently, South Pass Block 38 are all prime examples of our

strategy in action.

SOUTH P=ET0O BLOCK 23
Stone acquired this Gulf Coast Basin property in 1990, when the field had essentially no production and was thought to be com-

pletely depleted. Since then, we have produced 4.7 million barrels of oil and 54.8 Bcf of gas net to Stone.

EUGENE [SLAND BLOCK 2432
Eugene Island Block 243 was acquired in 1994 for $10.6 million—the Company’s largest acquisition at that time. At the time of
purchase, production from this once prolific property had declined to just four million cubic feet of gas per day. Since acquisition, we

have generated net cumulative production of 1.6 million barrels of 0il and 48.3 Bcf of gas.

VERMILICN BLOCK 255
Vermilion Block 255 became the Company's largest acquisition when we purchased it for $34.5 million in 1997. Stone consolidated
field operations upon acquisition and drilled 13 consecutive successful wells over the next four years, including our five-well Indigo

drilling project during 2000 and 2001. Since acquiring the field, we have produced 1.6 million barrels of oil and 17.9 Bcf of gas.

SOUTH PASS BLUOCK 38
Acquired through the merger in 2001, South Pass Block 38 was the first field we turned our attention to upon closing the deal.
During 2001, we invested $36.7 million to complete a four-well drilling program. The four new wells logged 1,128 feet of gas

productive interval in 17 field pay sands. In November, we installed a four-pile production platform and during the first quarter

of 2002 initiated production.




OPPORTUNITY KNOCKING —THE CONCCO ACQUISITION

On December 31, 2001, we closed the Conoco Gulf of Mexico property acquisition. We intend to apply cur time-proven,
successful strategy to revitalize these assets in order to produce from bypassed or undiscovered reservoirs. We believe that large
accumulations of undiscovered reserves in the Gulf of Mexico are likely to be located near areas that have produced significant
reserves in the past. Since their discovery, these properties have produced in excess of 3.6 Tcfe, a clear indication of the tremendous
ongoing potential that they possess. If we can extract as little as 10% of these properties’ aggregate production to date, the 360+ Bcfe
vield will total more than our net production since 1993, the year Stone Energy went public.

We have allocated $35 million of our 2002 capital expenditures budget to explore and further develop these properties. During
2002, we plan to drill 10 wells and perform muitiple workover and recompletion operations on these fields to begin the process of
growing reserves and cash flow and building shareholder value. Our goal is to replicate our historical success with individual property
acquisitions on this large package of properties. We are confident that this acquisition and the ideas and implementations that flow

from the purchase will serve the Company and its shareholders very well for many years to come.

Stone Acquisition Criteria

Significant Low Multiple
Conoco Production  Current Existing Productive  ldentified
Acquisition Properties History  Production Infrastructure  Horizons  Opportunities Operatorship
Ewing Bank 305 Field = P P 5 - Cumulative Gross Production
(Bcfe)
Mississippi Canyon . inception Through 2001
109 Field © 2 2 2 P 9
“We believe there is wore to be found.”
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-
Main Pass 290 Field &) 7 ©) P 7 5 i 1,200
Main Pass 311 Field ) ) 3 > : 900
South Marsh Island (g )
9 Field < 2 - 2 600
-
South Marsh Island s P - - - - 300
107 Field < ? \9 - -7 :
Ship Shoal 176 Field ~ 4 €] ) ) z - - - - - - - 0

SMi Ew  MP MP MC MP SMI SS 5GY
9 305 290 311 109 144 107 176 1990-
2001




Talent and Personnel Growth Revenue Growth
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THE ACTIVITY IN OUR FIELDS

Evaluation. We are collectively focused on two related goals—the better understanding of our properties to unlock potential in the
form of drilling opportunities and the execution in the recovery of that value through investments that add to our reserves. To accom-
plish this we have structured our organization and created work protocols to emphasize creative thinking, team participation and
enterprise-wide ownership of our successes and our failures. Qur “ldea Generators,” are highly experienced geoscientists, reservoir
engineers, and other experts, most of whom specialize in the Gulf of Mexico region‘. These prized intellectual assets are charged with
the responsibilities of discovering reserves, determining the most efficient method of exploiting them, and getting them to market
cost-effectively to turn product into cash flow.

Our multi-disciplined teams work each project together, not separated by walls or layers of management. Their workspaces are
highly productive environments, filled with the technology and tools they need to do the best job possible. Accordingly, our project
teams share information, effort, enthusiasm and inevitably, success. This is one attribute that we have pledged to never endanger or

abandon. We are a strong and dedicated family of creative thinkers and problem-solvers who recognize the value of teamwork.

Implementation. Our 2001 drilling program was the most aggressive ever attempted by the Company. After completing our com-
prehensive initial evaluation of the producing properties and prospects acquired in the merger, we identified the properties requiring
remedial maintenance to bring them up to Stone’s operating standards. We also identified opportunities to enhance or accelerate pro-
duction through workovers, recompletions and stimulation.

In 2001, we drilled 63 total wells as compared to 32 total wells drilled in 2000 and 15 total wells drilled in 1999, Our drilling
success rate during 2001 was 67% with 42 discoveries and 21 dry holes.

Teamwork dedication

Qur 2001 capital expenditures, excluding the Conoco property acquisition, totaled $339.3 million, a 106% increase in capital
expenditures from the previous year. Approximately 93% of 2001 capital expenditures were invested in Gulf of Mexico properties and
7% was spent on the newly acquired Rocky Mountain properties. Investments in the Gulf of Mexico included the drilling of 45 total
wells, the construction and installation of six new production facilities and the acquisition of a substantial amount of seismic data, Of
the wells drilled in the Gulf during 2001, 17 were drilled on properties acquired in the merger, of which 16 were successful yielding

a 94% success rate. In the Rocky Mountains we drilled 18 wells during 2001 with a 50% success rate.

Looking Toward Tomorrow's Challenges. We believe that we have more than met the challenges of 2001. We successfully inte-
grated the extended operations, properties and exploratory prospects acquired in the merger into our organization. We have accom-
modated the kind of exponential growth that has been known to paralyze companies less prepared. And last, we have continued to
identify and pursue the most potentially profitable acquisitions in order to build the strength of our drilling portfolio, build the size
of our reserves, and build our future for the benefit of all stakeholders in Stone Energy Corporation. We are proud of Stone's record

of strong technical capacity and uncompromising ethics in a competitive environment. Qur strategy, employees and shareholders are

positioned for continued growth and success at ever-higher levels.
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FIVE-YEAR FINANCIAL HIGHLIGHTS™
Year Ended December 31,

(amounts in thousands, except per share data) 2001 2000 1999 1998 1997
Total Revenues $398,496 $386,166  $220,764  $165,319 $95,707
Net Income (Loss) @ (71,375) 126,457 37,066 (66,524) 13,935

Per Share @ (2.73) 4.80 1.58 (3.23) 0.71
Net Cash Flow from Operations 286,758 300,097 154,152 110,869 62,450

Per Share ¥ 10.98 11.40 6.58 5.39 3.16
Oil and Gas Properties, net ¥ 993,906 747 574 587,661 492 349 437,832
Total Assets @ 1,101,783 944,104 706,958 581,134 515,426
Long-Term Debt 426,000 148,000 134,000 289,936 143,077
Stockholders' Equity 530,025 587,577 452,870 213,131 277,975
Weighted Average Shares

Qutstanding-Diluted 26,111 26,335 23,416 20,574 19,739

(1) Amounts for all periods presented reflect the 2001 merger accounted for as a pooling-of-interests,
(2) 2004 and 1998 results include non-cash, after-tax charges of $154.5 million and $74.3 million, respectively, attributable to ceiling test write-downs.

(3) Before working capital changes.

(4) Includes $237.7 million and $114.3 million reduction in carrying value of oil and gas properties during 2001 and 1998, respectively.

Cash Flow from Operations Growth
(8 irs millions)

‘98 ‘99 ‘00 01+

$300
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PART I

Where specifically indicated, throughout this Form 10-K, we show combined operational and financial information to give effect to our
merger with Basin Exploration, which was consummated on February 1, 2001 and was accounted for as a pooling-of-interests, as if the two
companies were combined at the beginning of the earliest period presented. These combined results should be used for information
purposes only as they are not necessarily indicative of the results that would have occurred if the merger had been completed at the
beginning of the earliest period presented.

This section highlights information that is discussed in more detail in the remainder of the document. Throughout this document we make
statements that are classified as “forward-looking.” Please refer to the “Forward-Looking Statements” section beginning on page 8 of this
document for an explanation of these types of statements. We use the terms “Stone”’, “Stone Energy”, “company”, “we”, “us” and “our”' to
refer to Stone Energy Corporation. We use the terms “Basin” and “Basin Exploration” to refer to Basin Exploration, Inc. The terms

“merger”” and “combined company” are used to refer to the combination of Stone Energy and Basin Exploration. The term “Conoco
acquisition” is used to refer to the acquisition of 0il and gas properties and related assets from Conoco, Inc. in December 2001. Certain

terms relating to the oil and gas industry are defined in “Glossary of Certain Industry Terms”, which begins on page G-1 of this Form 10-K.

ITEM 1. BUSINESS

Strategy and Operational Overview

Stone Energy is a leading, Gulf Coast Basin-focused independent oil and gas company engaged in the acquisition and subsequent
exploration, development, production and operation of oil and gas properties. The Gulf of Mexico is a critical supply basin for the United
States, accounting for approximately 25% of the total U.S. oil and gas production in 2000. Properties located in the Gulf of Mexico are
typically on 5,000-acre lease blocks and afford a substantial area to explore away from and beneath established production. We have been
active in the Gulf Coast Basin since 1973 and have established extensive geological, geophysical, technical and operational expertise in this
area. The application of these core strengths, combined with our detailed and thorough approach to evaluating mature fields and our
utilization of new drilling, seismic and completion technologies, has enabled us to successfully exploit and derive significant value from
mature Gulf Coast Basin oil and gas properties. Our property portfolio consists of 55 active properties and 39 primary term leases in the
Gulf Coast Basin and 32 active properties in the Rocky Mountains.

Our business strategy, which has remained consistent since 1990, is to increase reserves, production and cash flow through the
acquisition, exploitation and development of mature properties located primarily in the Gulf Coast Basin. During 2001, we grew proved
reserves, production and cash flow from operations, as compared to our pre-merger 2000 results, by 94%, 39% and 44%, respectively.
Approximately 94% of our estimated proved reserves at December 31, 2001 and 96% of our production during 2001 were associated with
our Gulf Coast Basin properties. As of December 31, 2001, we had estimated proved reserves of 775 billion cubic feet of gas equivalent
(Bcfe), 79% of which were classified as proved developed and 57% of which were natural gas. For the year ended December 31, 2001, we
produced an average of 253.1 million cubic feet of gas equivalent per day (MMcfe/d), 74% of which was natural gas. During 2001, we
generated cash flow from operations before working capital changes of $286.8 million.

We apply the latest production techniques and geophysical interpretation tools to established fields with significant historical production
that have been under-evaluated in recent years. We have grown our opportunity base through both the drillbit and selective acquisitions,
implementing a conservative financial strategy that incorporates a combination of internal cash flow, equity issuance and indebtedness to
fund our acquisition and exploitation activities. While we have acquired substantially all of our properties from third parties, we have
generated significant organic growth in reserves, production and prospect inventory subsequent to acquisition. We believe significant
reserves remain to be discovered and exploited on properties that satisfy our acquisition criteria as the focus of oil and gas companies shifts
over time. We also believe that we are well positioned to exploit these reserves by applying our technical expertise and our thorough,
consistent and patient approach in the evaluation and acquisition of these properties.




We seek to acquire properties that have the following characteristics:
o primarily Gulf Coast Basin location;
o mature properties with an established production history and infrastructure;
o multiple productive sands and reservoirs;
o low production levels at acquisition with significant identified proven and potential reserves; and
o opportunity for us to obtain a controlling interest and serve as operator.

Our approach to evaluating mature fields in the Gulf Coast Basin involves a combination of techniques designed to generate
opportunities and unlock value. By using the extensive production history and data accumulated on properties in the Gulf Coast Basin,
our highly experienced technical teams construct an interpretation of a field’s unique geology to gain a better understanding of the
potential location of previously untested or unexploited oil and gas accumulations. Using our interpretations, we are frequently able to
combine development and exploratory targets in a single well to improve the chance of investment success. Since 1993, excluding
Basin’s drilling results prior to our merger; we have achieved a 72% drilling success rate.

Prior to acquiring a property, we perform a thorough geological, geophysical and engineering analysis of the property to formulate
a comprehensive development plan. To formulate this plan, we utilize the expertise of our technical team of 17 geologists, 16
geophysicists and 23 engineers. We also employ our extensive technical database, which includes 3-D seismic data on all of our current
properties and some of the properties that we are evaluating for acquisition. After acquisition, we seek to increase cash flow from
existing reserves and to establish additional proved reserves through the drilling of new wells, workovers and recompletions of existing
wells and the application of other techniques designed to increase production.

Financial Overview

We completed our initial public offering of common stock in July 1993 and our shares are listed on the New York Stock Exchange
under the ticker symbol “SGY”. Additional offerings of common stock were completed in November 1996 and July 1999. We have
maintained consistent, profitable growth since our initial public offering in 1993. We have generated net income in all calendar
quarters except the fourth quarter of 1998 and third quarter of 2001, both of which included non-cash ceiling test write-downs of our oil
and gas properties due to depressed oil and gas prices.

To finance the Conoco acquisition purchase price (See Recent Events below), in December 2001, we issued $200 million principal
amount of 8% Senior Subordinated Notes due 2011 and we borrowed approximately $100 million under our recently increased credit
facility. We currently have a loan base under the amended credit facility of $250 million with availability of an additional $106.7
million in borrowings as of March 15, 2002. Stone’s borrowing base under the amended credit facility is redetermined periodically
based on an amount established by the bank group for Stone’s oil and gas properties. In September 1997, we completed an offering of
$100 million principal amount of 8%% Senior Subordinated Notes due 2007.

Recent Events

Conoco Acquisition. On December 31, 2001, Stone completed the acquisition of eight producing oil and gas properties and
related assets located in the Gulf of Mexico from Conoco. The purchase price of approximately $300 million was financed with net
proceeds from the December 2001 offering of $200 million of 8% Senior Subordinated Notes due 2011 and borrowings under the
bank credit facility. This acquisition was consistent with our strategy of targeting properties with characteristics fitting our core
business strategy. The properties provide an immediate impact to our operations in terms of reserves, production and cash flow
growth. More importantly, we believe that we will realize significant future value from these properties in the form of discoveries from
undrilled or bypassed potential.

Merger with Basin Exploration. On February 1, 2001, the stockholders of Stone Energy Corporation and Basin Exploration, Inc.
voted in favor of, and thereby consummated, the combination, through pooling-of-interests, of the two companies in a tax-free, stock-
for-stock transaction. In connection with the approval of the merger, stockholders of Stone Energy also approved a proposal to
increase the authorized shares of Stone’s common stock from 25 million to 100 million shares.




il and Gas Marketing

Our oil, natural gas and natural gas condensate production is sold at current market prices under short-term contracts providing for
variable or market sensitive prices. We believe that the loss of any of our major purchasers would not result in a material adverse effect on
our ability to market future oil and gas production. From time to time, we may emnter into transactions that hedge the price of oil, natural gas
and natural gas condensate. See “Item 7A. Quantitative and Qualitative Disclosures About Market Risk — Commodity Price Risk.”

Competition and Markets

Competition in the Gulf Coast Basin and the Rocky Mountains is intense, particularly with respect to the acquisition of producing
properties and proved undeveloped acreage. We compete with major oil and gas companies and other independent producers of varying
sizes, all of which are engaged in the acquisition of properties and the exploration and development of such properties. Many of our
competitors have financial resources and exploration and development budgets that are substantially greater than ours, which may adversely
affect our ability to compete. See “Risk Factors — Competition within our industry may adversely affect our operations.”

The availability of a ready market for and the price of any hydrocarbons produced will depend on many factors beyond our control,
including but not limited to the amount of domestic production and imports of foreign oil, the marketing of competitive fuels, the proximity
and capacity of natural gas pipelines, the availability of transportation and other market facilities, the demand for hydrocarbons, the effect of
federal and state regulation of allowable rates of production, taxation, the conduct of drilling operations and federal regulation of natural gas.
In addition, the restructuring of the natural gas pipeline industry virtually eliminated the gas purchasing activity of traditional interstate gas
transmission pipeline buyers. See “Regulation-Federal Regulation of Sales and Transportation of Natural Gas.” Producers of natural gas
have therefore been required to develop new markets among gas marketing companies, end users of natural gas and local distribution
companies. All of these factors, together with economic factors in the marketing arena, generally may affect the supply and/or demand for
oil and gas and thus the prices available for sales of oil and gas.

Regulation

Regulation of Production. In all areas where we conduct activities, there are statutory provisions regulating the production of oil and
natural gas under which administrative agencies may enforce rules in connection with the location, spacing, drilling, operation and
production of both oil and gas wells, determine the reasonable market demand for oil and gas and establish allowable rates of production.
These regulatory orders can limit the number of wells or the location where wells may be drilled. Regulation can also restrict the rate of
production below the rate that these wells would otherwise produce in the absence of such regulatory orders. Any of these actions could
negatively impact the amount or timing of revenues.

Federal Leases. We have oil and gas leases both onshore and in the Gulf of Mexico, which were granted by the federal government.
Operations on onshore federal leases must be conducted in accordance with permits issued by the Federal Bureau of Land Management and
are subject to a number of other regulatory restrictions, such as restrictions on activities that might interfere with wildlife breeding and
nesting and drilling limitations imposed by resource management plans. Moreover, on certain federal leases, prior approval of drillsite
locations must be obtained from the U.S. Environmental Protection Agency (the “EPA™). On large-scale projects, lessees may be required
to perform Environmental Impact Statements to assess the environmental effects of potential development, which can delay project
implementation or result in the imposition of environmental restrictions that could have a material impact on the cost or scope of such
project.

Offshore leases are administered by the United States Department of the Interior Minerals Management Service (the “MMS”). Offshore
lessees must obtain MMS approval of exploration, development and production plans prior to the commencement of these operations. In
addition to permits required from other agencies (such as the U.S. Coast Guard, the Army Corps of Engineers and the EPA), lessees must
obtain a permit from the MMS prior to the commencement of drilling. The MMS has enacted regulations requiring offshore production
facilities located on the Outer Continental Shelf (“OCS”) to meet stringent engineering, construction and safety specifications. The MMS
also has regulations restricting the flaring or venting of natural gas, and prohibiting the flaring of liquid hydrocarbons and oil without prior
authorization. Similarly, the MMS has enacted other regulations governing the plugging and abandoning of wells located offshore and the
removal of all production facilities. Lessees must also comply with detailed MMS regulations governing the calculation of royalty payments
and the valuation of production and permitted cost deductions for that purpose. In 2000, the MMS issued a final rule modifying the
valuation procedures for the calculation of royalties owed for crude oil sales. When oil production sales are not in arms-length transactions,
the new royalty calculation will base the valuation of oil production on spot market prices instead of the posted prices that were previously
utilized. We are currently selling our crude oil under arm’s-length transactions in a manner that we believe to be acceptable to the MMS
under its new rule. As such, we believe that the effect, if any, of this new rule will not have a material adverse effect on our results of
operations.




With respect to any operations conducted on offshore federal leases, liability may generally be imposed under the Quter Continental
ShelfLands Act (the “OCSLA”) for costs of clean-up and damages caused by pollution resulting from these operations, other than damages
caused by acts of war or the negligence of third parties. To cover the various obligations of lessees on the OCS, the MMS generally requires
that lessees post substantial bonds or other acceptable assurances that these obligations will be met. The cost of bonds or other surety can be
substantial and there is no assurance that bonds or other surety can be obtained in all cases.

Operators in the OCS waters of the Gulf of Mexico are also required to post area-wide bonds and individual lease bonds of $3 million
and $1 million, respectively, unless the MMS allows exemptions or reduced amounts. We currently have an area-wide right-of-way bond for
$0.3 million and an area-wide lessee’s and operator’s bond totaling $3 million issued in favor of the MMS for our existing offshore
properties. The MMS also has discretionary authority to require supplemental bonding in addition to the foregoing required bonding
amounts but this authority is only exercised on a case-by-case basis at the time of filing an assignment of record title interest for MMS
approval. Based upon certain financial parameters, we have been granted exempt status by the MMS, which exempts us from the
supplemental bonding requirements. There is no assurance, however, that such exemption will be maintained. Under certain circumstances,
the MMS may require any of our operations on federal leases to be suspended or terminated. Any such suspension or termination could
materially and adversely affect our financial condition and operations.

Qil Price Controls and Transportation Rates. Sales of crude oil, condensate and gas liquids are not currently regulated and are made at
negotiated prices. Effective January 1, 1995, the Federal Energy Regulatory Commission (the “FERC”) implemented regulations
establishing an indexing system for transportation rates for oil that allowed for an increase in the cost of transporting oil to the purchaser.
The implementation of these regulations has not had a material adverse effect on our results of operations.

Federai Regulation of Sales and Transportation of Natural Gas. Historically, the transportation and sale for resale of natural gas in
interstate commerce have been regulated pursuant to the Natural Gas Act of 1938 (the “NGA”), the Natural Gas Policy Act of 1978 (the
“NGPA”) and regulations promulgated thereunder by the FERC. In the past, the federal government has regulated the prices at which gas
could be sold. While sales by producers of natural gas can currently be made at uncontrolled market prices, Congress could reenact price
controls in the future. Deregulation of wellhead natural gas sales began with the enactment of the NGPA. In 1989, Congress enacted the
Natural Gas Wellhead Decontrol Act (the “Decontrol Act”). The Decontrol Act removed all NGA and NGPA price and non-price controls
affecting wellhead sales of natural gas effective January 1, 1993.

Commencing in 1992, the FERC issued Order No. 636 and subsequent orders (collectively, “Order No. 636”), which require interstate
pipelines to provide transportation separate, or “unbundled,” from the pipelines’ sales of gas. Also, Order No. 636 requires pipelines to
provide open-access transportation on a basis that is equal for all shippers. Although Order No. 636 does not directly regulate our activities,
the FERC has stated that it intends for Order No. 636 to foster increased competition within all phases of the natural gas industry. The
implementation of these orders has not had a material adverse effect on our results of operations. The courts have largely affirmed the
significant features of Order No. 636 and numerous related orders pertaining to the individual pipelines, although certain appeals remain
pending and the FERC continues to review and modify its open access regulations.

In 2000, the FERC issued Order No. 637 and subsequent orders (collectively, “Order No. 6377), which imposed a number of additional
reforms designed to enhance competition in natural gas markets. Among other things, Order No. 637 revised the FERC pricing policy by
waiving price ceilings for short-term released capacity for a two-year period, and effected changes in FERC regulations relating to
scheduling procedures, capacity segmentation, pipeline penalties, rights of first refusal and information reporting. Most major aspects of
Order No. 637 are pending judicial review. We cannot predict whether and to what extent FERC’s market reforms will survive judicial
review and, if so, whether the FERC’s actions will achieve the goal of increasing competition in markets in which our natural gas is sold.
However, we do not believe that we will be affected by any action taken materially differently than other natural gas producers and
marketers with which we compete.

The OCSLA requires that all pipelines operating on or across the OCS provide open-access, non-discriminatory service. Commencing in
April 2000, the FERC issued Order Nos. 639 and 639-A (collectively, “Order No. 6397), which imposed certain reporting requirements
applicable to “gas service providers” operating on the OCS concerning their prices and other terms and conditions of service. The purpose
of Order No. 639 is to provide regulators and other interested parties with sufficient information to detect and to remedy discriminatory
conduct by such service providers. The FERC has stated that these reporting rules apply to OCS gatherers and has clarified that they may
also apply to other OCS service providers including platform operators performing dehydration, compression, processing and related
services for third parties. The U.S. District Court recently overturned the FERC’s reporting rules as exceeding its authority under OSCLA.
The FERC has indicated an appeal is likely. We cannot predict whether and to what extent these regulations might be reinstated, and what
effect, if any, they may have on us. The rules, if reinstated, may increase the frequency of claims of discriminatory service, may decrease
competition among OCS service providers and may lessen the willingness of OCS gathering companies to provide service on a discounted
basis.




Additional proposals and proceedings that might affect the natural gas industry are pending before Congress, the FERC and the courts.
The natural gas industry historically has been heavily regulated; therefore, there is no assurance that the less stringent regulatory approach
recently pursued by the FERC and Congress will continue.

Environmental Regulations. Our operations are subject to numerous laws and regulations governing the discharge of materials into the
environment or otherwise relating to environmental protection. These laws and regulations may require the acquisition of'a permit before
drilling commences, restrict the types, quantities and concentration of various substances that can be released into the environment in
connection with drilling and production activities, limit or prohibit drilling activities on certain lands lying within wilderness, wetlands and
other protected areas and impose substantial liabilities for pollution resulting from our operations. Failure to comply with these laws and
regulations may result in the assessment of administrative, civil and criminal fines and penalties and the imposition of injunctive relief.
Changes in environmental laws and regulations occur frequently, and any changes that result in more stringent and costly waste handling,
storage, transport, disposal or cleanup requirements could materially adversely affect our operations and financial position, as well as those
in the oil and gas industry in general. While we believe that we are in substantial compliance with current applicable environmental laws
and regulations and that continued compliance with existing requirements would not have a material adverse impact on us, there is no
assurance that this trend will continue in the future.

The Oil Pollution Act, as amended (“OPA”™), and regulations thereunder impose a variety of regulations on “responsible parties” related
to the prevention of oil spills and liability for damages resulting from such spills in United States’ waters, including the OCS. A
“responsible party” includes the owner or operator of an onshore facility, pipeline or vessel, or the lessee or permittee of the area in which an
offshore facility is located. OPA assigns liability to each responsible party for oil cleanup costs and a variety of public and private damages.
While liability limits apply in some circumstances, a party cannot take advantage of liability limits if the spill was caused by gross
negligence or willful misconduct or resulted from violation of a federal safety, construction or operating regulation. If the party fails to
report a spill or to cooperate fully in the cleanup, liability limits likewise do not apply. Even if applicable, the liability limits for offshore
facilities require the responsible party to pay all removal costs, plus up to $75 million in other damages. Few defenses exist to the liability
imposed by OPA.

OPA imposes ongoing requirements on a responsible party, including the preparation of oil spill response plans and proof of financial
responsibility to cover environmental cleanup and restoration costs that could be incurred in connection with an oil spill. Under OPA and a
final rule adopted by the MMS in August 1998, responsible parties of covered offshore facilities that have a worst case oil spill of more than
1,000 barrels must demonstrate financial responsibility in amounts ranging from at least $10 million in specified state waters to at least $35
million in OCS waters, with higher amounts of up to $150 million in certain limited circumstances where the MMS believes such a level is
justified by the risks posed by the operations, or if the worst case oil-spill discharge volume possible at the facility may exceed the
applicable threshold volumes specified under the MMS’s final rule. We do not anticipate that we will experience any difficulty in
continuing to satisfy the MMS’s requirements for demonstrating financial responsibility under OPA and the MMS’s regulations.

The Comprehensive Environmental Response, Compensation and Liability Act, as amended (“CERCLA”), also known as the
“Superfund” law, imposes liability, without regard to fault or the legality of the original conduct, on certain classes of persons that are
considered to be responsible for the release of a “hazardous substance” into the environment. These persons include the owner or operator
of the disposal site or sites where the release occurred and companies that transported or disposed or arranged for the transport or disposal of
the hazardous substances found at the site. Persons who are or were responsible for releases of hazardous substances under CERCLA may
be subject to joint and several liability for the costs of cleaning up the hazardous substances that have been released into the environment
and for damages to natural resources, and it is not uncommon for neighboring landowners and other third parties to file claims for personal
injury and property damage allegedly caused by the hazardous substances released into the environment.

The Resource Conservation and Recovery Act, as amended (“RCRA”), generally does not regulate most wastes generated by the
exploration and production of oil and gas. RCRA specifically excludes from the definition of hazardous waste “drilling fluids, produced
waters and other wastes associated with the exploration, development or production of crude oil, natural gas or geothermal energy.”
However, legislation has been proposed in Congress from time to time that would reclassify certain oil and gas exploration and production
wastes as “hazardous wastes,” which would make the reclassified wastes subject to much more stringent handling, disposal and clean-up
requirements. If such legislation were to be enacted, it could have a significant impact on our operating costs, as well as the oil and gas
industry in general. Moreover, ordinary industrial wastes, such as paint wastes, waste solvents, laboratory wastes and waste oils, may be
regulated as hazardous waste.




We currently own or lease, and have in the past owned or leased, onshore properties that for many years have been used for or associated
with the exploration and production of oil and gas. Although we have utilized operating and disposal practices that were standard in the
industry at the time, hydrocarbons or other wastes may have been disposed of or released on or under the properties owned or leased by us
on or under other locations where such wastes have been taken for disposal. In addition, most of these properties have been operated by
third parties whose treatment and disposal or release of wastes was not under our control. These properties and the wastes disposed thereon
may be subject to CERCLA, RCRA and analogous state laws. Under such laws, we could be required to remove or remediate previously
disposed wastes (including waste disposed of or released by prior owners or operators) or property contamination (including groundwater
contamination by prior owners or operators), or to perform remedial plugging or closure operations to prevent future contamination.

The Federal Water Pollution Control Act, as amended (“FWPCA?”), imposes restrictions and strict controls regarding the discharge of
produced waters and other oil and gas waste into navigable waters. Permits must be obtained to discharge pollutants to waters and to
conduct construction activities in waters and wetlands. The FWPCA and similar state laws provide for civil, criminal and administrative
penalties for any unauthorized discharges of pollutants and unauthorized discharges of reportable quantities of oil and other hazardous
substances. Many state discharge regulations and the Federal National Pollutant Discharge Elimination System general permits issued by
the EPA prohibit the discharge of produced water and sand, drilling fluids, drill cuttings and certain other substances related to the oil and
gas industry into coastal waters. Although the costs to comply with zero discharge mandates under federal or state law may be significant,
the entire industry is expected to experience similar costs and we believe that these costs will not have a material adverse impact on our
results of operations or financial position. The EPA has adopted regulations requiring certain oil and gas exploration and production
facilities to obtain permits for storm water discharges. Costs may be associated with the treatment of wastewater or developing and
implementing storm water pollution prevention plans.

Employees

At March 15,2002, we had 205 full time employees. We believe that our relationships with our employees are satisfactory. None of our
employees are covered by a collective bargaining agreement. From time to time we utilize the services of independent contractors to
perform various field and other services.
Forward-Looking Statements

The information in this Form 10-K includes “forward-looking statements” within the meaning of Section 27A of the Securities Act of
1933 and Section 21E of the Securities Exchange Act of 1934. All statements, other than statements of historical or present facts, that
address activities, events, outcomes and other matters that we plan, expect, intend, assume, believe, budget, predict, forecast, project,
estimate or anticipate (and other similar expressions) will, should or may occur in the future are forward-looking statements. These forward-
looking statements are based on management’s current belief, based on currently available information, as to the outcome and timing of
future events. When considering forward-looking statements, you should keep in mind the risk factors and other cautionary statements in this
Form 10-K.

Forward-looking statements appear in a number of places and include statements with respect to, among other things:

© any expected results or benefits associated with our recent acquisitions from Conoco;

© estimates of our future natural gas and liquids production, including estimates of any increases in oil and gas
production;

o planned capital expenditures and the availability of capital resources to fund capital expenditures;
e  our outlook on oil and gas prices;

e  estimates of our oil and gas reserves;

© any estimates of future earnings growth;

e  the impact of political and regulatory developments;

e our future financial condition or results of operations and our future revenues and expenses; and

o our business strategy and other plans and objectives for future operations.




We caution you that these forward-looking statements are subject to all of the risks and uncertainties, many of which are beyond our
control, incident to the exploration for and development, production and sale of oil and gas. These risks include, but are not limited to,
commodity price volatility, third party interruption of sales to market, inflation, lack of availability of goods and services, environmental
risks, drilling and other operating risks, regulatory changes, the uncertainty inherent in estimating proved oil and natural gas reserves and
in projecting future rates of production and timing of development expenditures and the other risks described in this Form 10-K.

Reserve engineering is a subjective process of estimating underground accumulations of 0il and natural gas that cannot be measured
in an exact way. The accuracy of any reserve estimate depends on the quality of available data and the interpretation of that data by
geological engineers. As a result, estimates made by different engineers often vary from one another. In addition, the results of drilling,
testing and production activities may justify revisions of estimates that were made previously. If significant, these revisions would
change the schedule of any further production and development drilling. Accordingly, reserve estimates are generally different from the
quantities of oil and natural gas that are ultimately recovered.

Should one or more of the risks or uncertainties described above or elsewhere in this Form 10-K occur, or should underlying
assumptions prove incorrect, our actual results and plans could differ materially from those expressed in any forward-looking statements.
We specifically disclaim all responsibility to publicly update any information contained in a forward-looking statement or any forward-
looking statement in its entirety and therefore disclaim any resulting liability for potentially related damages.

All forward-looking statements attributable to us are expressly qualified in their entirety by this cautionary statement.

Risk Factors
Our business is subject to a number of risks including, but not limited to, those described below:

Q1il and gas price declines and volatility could adversely affect our revenues, cash flows and profitability.

Our revenues, profitability and future rate of growth depend substantially upon the market prices of oil and natural gas, which
fluctuate widely. Factors that can cause this fluctuation include:

o relatively minor changes in the supply of and demand for oil and natural gas;

o market uncertainty;

o the level of consumer product demands;

o weather conditions;

o domestic and foreign governmental regulations;

o the price and availability of alternative fuels;

o political and economic conditions in oil producing countries, particularly those in the Middle East;

o the foreign supply of oil and natural gas;

o the price of oil and gas imports; and

o overall domestic and foreign economic conditions.

We cannot predict future oil and natural gas prices. At various times, excess domestic and imported supplies have depressed oil and

gas prices. Declines in oil and natural gas prices may adversely affect our financial condition, liquidity and results of operations. Lower
prices may reduce the amount of oil and natural gas that we can produce economically and may also create ceiling test write-downs of

our oil and gas properties. Substantially all of our oil and natural gas sales are made in the spot market or pursuant to contracts based on
spot market prices, not long-term fixed price contracts.

In an attempt to reduce our price risk, we periodically enter into hedging transactions with respect to a portion of our expected future
production. We cannot assure you that such transactions will reduce the risk or minimize the effect of any decline in oil or natural gas
prices. Any substantial or extended decline in the prices of or demand for oil or natural gas would have a material adverse effect on our
financial condition and results of operations.




We have natural gas swap contracts during 2002 and 2003 with a subsidiary of Enron Corp. Depending on fluctuations in gas prices,
these contracts may create a receivable owed to us from Enron’s subsidiary. Due to Enron Corp’s financial difficulties, there is no assurance
that we will receive full or partial payment of any amount that may become owed to us under these contracts.

The marketability of our production depends mostly upen the availability, proximity and capacity of gas gathering systems,
pipelines and processing facilities.

The marketability of our production depends upon the availability, operation and capacity of gas gathering systems, pipelines and
processing facilities. The unavailability or lack of capacity of these systems and facilities could result in the shut-in of producing wells or the
delay or discontinuance of development plans for properties. Federal and state regulation of oil and gas production and transportation,
general economic conditions and changes in supply and demand could adversely affect our ability to produce and market our oil and natural
gas. If market factors changed dramatically, the financial impact on us could be substantial. The availability of markets and the volatility of
product prices are beyond our control and represent a significant risk.

Estimates of oil and gas reserves are uncertain and inherently imprecise.

This Form 10-K contains estimates of our proved oil and gas reserves and the estimated future net revenues from such reserves. These
estimates are based upon various assumptions, including assumptions required by the Securities and Exchange Commission (the “SEC™)
relating to oil and gas prices, drilling and operating expenses, capital expenditures, taxes and availability of funds. The process of estimating
oil and gas reserves is complex. This process requires significant decisions and assumptions in the evaluation of available geological,
geophysical, engineering and economic data for each reservoir. Therefore, these estimates are inherently imprecise.

Actual future production, oil and gas prices, revenues, taxes, development expenditures, operating expenses and quantities of recoverable
oil and gas reserves will most likely vary from those estimated. Any significant variance could materially affect the estimated quantities and
present value of reserves set forth in this document and the information incorporated by reference. Our properties may also be susceptible to
hydrocarbon drainage from production by other operators on adjacent properties. In addition, we may adjust estimates of proved reserves to
reflect production history, results of exploration and development, prevailing oil and gas prices and other factors, many of which are beyond
our control. Actual production, revenues, taxes, development expenditures and operating expenses with respect to our reserves will likely
vary from the estimates used. Such variances may be material.

At December 31, 2001, approximately 21% of our estimated proved reserves were undeveloped. Undeveloped reserves, by their nature,
are less certain. Recovery of undeveloped reserves requires significant capital expenditures and successful drilling operations. The reserve
data assumes that we will make significant capital expenditures to develop our reserves. Although we have prepared estimates of our oil and
gas reserves and the costs associated with these reserves in accordance with industry standards, we cannot assure you that the estimated costs
are accurate, that development will occur as scheduled or that the actual results will be as estimated.

You should not assume that the present value of future net revenues refeired to in this Form 10-K is the current fair value of our
estimated oil and gas reserves. In accordance with SEC requirements, the estimated discounted future net cash flows from proved reserves
are generally based on prices and costs as of the date of the estimate. Actual future prices and costs may be materially higher or lower than
the prices and costs as of the date of the estimate. Any changes in consumption by gas purchasers or in governmental regulations or taxation
will also affect actual future net cash flows. The timing of both the production and the expenses from the development and production of oil
and gas properties will affect the timing of actual future net cash flows from proved reserves and their present value. In addition, the 10%
discount factor, which is required by the SEC to be used in calculating discounted future net cash flows for reporting purposes, is not
necessarily the most accurate discount factor for Stone.

Lower oil and gas prices may cause us to record ceiling test write-downs.

We use the full cost method of accounting for our oil and gas operations. Accordingly, we capitalize the cost to acquire, explore for and
develop oil and gas properties. Under full cost accounting rules, the net capitalized costs of oil and gas properties may not exceed a “ceiling
limit” which is based upon the present value of estimated future net cash flows from proved reserves, discounted at 10%, plus the lower of
cost or fair value of unproved properties. If net capitalized costs of oil and gas properties exceed the ceiling limit, we must charge the
amount of the excess to earnings. This is called a “ceiling test write-down.” This charge does not impact cash flow from operating activities,
but does reduce net income and stockholders’ equity. The risk that we will be required to write down the carrying value of oil and gas
properties increases when oil and gas prices are low or volatile. In addition, write-downs may occur if we experience substantial downward
adjustments to our estimated proved reserves. Due to low oil and gas prices at the end of 1998, in December 1998 we recorded an after-tax
write-down of $74.3 million ($114.3 million pre-tax). We also recorded an after-tax write-down of $154.5 million ($237.7 million pre-tax)
at the end of the third quarter of 2001 due to low natural gas prices on the last day of that quarter. There was no loss of proved reserve
volumes associated with either ceiling test write-down. We cannot assure you that we will not experience ceiling test write-downs in the
future.
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We may not be able to obtain adequate financing to execute our operating strategy.

We have historically addressed our long-term liquidity needs through the use of bank credit facilities, the issuance of debt and
equity securities and the use of cash flow provided by operating activities. We continue to examine the following alternative sources
of long-term capital:

o  bank borrowings or the issuance of debt securities;

o the issuance of common stock, preferred stock or other equity securities;
o  joint venture financing; and

o production payments.

The availability of these sources of capital will depend upon a number of factors, some of which are beyond our control. These
factors include general economic and financial market conditions, oil and natural gas prices and our market value and operating
performance. We may be unable to execute our operating strategy if we cannot obtain capital from these sources.

We may not be able to fund our planned capital expenditures.

We spend and will continue to spend a substantial amount of capital for the acquisition, exploration, development and production
of oil and gas reserves. Our capital expenditures were $641.3 million during 2001, $269.1 million during 2000 and $194.5 million
during 1999. We have budgeted total capital expenditures in 2002, excluding property acquisitions, capitalized salaries, general and
administrative costs and interest, of approximately $200 million. If low oil and natural gas prices, operating difficulties or other
factors, many of which are beyond our control, cause our revenues and cash flows from operations to decrease, we may be limited in
our ability to spend the capital necessary to complete our drilling program. In addition, if our borrowing base under our credit facility
is redetermined to a lower amount, this could adversely affect our ability to fund our planned capital expenditures. After utilizing our
available sources of financing, we may be forced to raise additional debt or equity proceeds to fund such expenditures. We cannot
assure you that additional debt or equity financing or cash flow provided by operations will be available to meet these requirements.

We may not be able to replace production with new reserves.

In general, the volume of production from oil and gas properties declines as reserves are depleted. The decline rates depend on
reservoir characteristics. Gulf of Mexico reservoirs tend to experience steep declines, while declines in other regions tend to be
relatively slow. During 2001, 96% of our production and 94% of our proved reserves were derived from Gulf of Mexico reservoirs.
Our reserves will decline as they are produced unless we acquire properties with proved reserves or conduct successful development
and exploration activities. Our future natural gas and oil production is highly dependent upon our level of success in finding or
acquiring additional reserves.

Our recent growth, including our merger and our recent acquisitions from Conoco, is due in large part to acquisitions of producing
properties. The successful acquisition of producing properties requires an assessment of a number of factors, many of which are
beyond our control. These factors include recoverable reserves, future oil and gas prices, operating costs and potential environmental
and other liabilities, title issues and other factors. Such assessments are inexact and their accuracy is inherently uncertain. In
connection with such assessments, we perform a review of the subject properties, which we believe is generally consistent with
industry practices. However, such a review will not reveal all existing or potential problems. In addition, the review will not permit a
buyer to become sufficiently familiar with the properties to fully assess their deficiencies and capabilities. We cannot assure you that
we will be able to acquire properties at acceptable prices because the competition for producing oil and gas properties is intense and
many of our competitors have financial and other resources, which are substantially greater than those available to us.

Our strategy includes increasing our production and reserves by the implementation of a carefully designed field-wide
development plan. These development plans are formulated both prior to and after the acquisition of a property. However, we cannot
assure you that our future development and exploration activities on the properties we acquire will result in additional proved reserves
or that we will be able to drill productive wells at acceptable costs.
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There are uncertainties in successfully integrating our acquisitions, including our merger with Basin and our recent
acquisitions from Conoco.

Integrating acquired businesses and properties, including those acquired in connection with our merger and our recent acquisitions from
Conoco, involves a number of special risks. These risks include the possibility that management may be distracted from regular business
concerns by the need to integrate operations and that unforeseen difficulties can arise in integrating operations and systems and in retaining
and assimilating employees. Any of these or other similar risks could lead to potential adverse short-term or long-term effects on our
operating results.

Our operations are subject to numerous risks of oil and gas drilling and production activities.

Gil and gas drilling and production activities are subject to numerous risks, including the risk that no commercially productive oil or
natural gas reservoirs will be found. The cost of drilling and completing wells is often uncertain. Oil and gas drilling and production
activities may be shortened, delayed or canceled as a result of a variety of factors, many of which are beyond our control. These factors
include:

o  unexpected drilling conditions;

©  pressure or irregularities in formations;

o  equipment failures or accidents;

©  weather conditions;

o shortages in experienced labor; and

©  shortages or delays in the delivery of equipment.

The prevailing prices of oil and natural gas also affect the cost of and the demand for drilling rigs, production equipment and related
services.

We cannot assure you that the new wells we drill will be productive or that we will recover all or any portion of our investment. Drilling
for oil and natural gas may be unprofitable. Drilling activities can result in dry wells and wells that are productive but do not produce
sufficient net revenues after operating and other costs to recoup drilling costs.

Our industry experiences numerous operating risks.

The exploration, development and operation of oil and gas properties involves a variety of operating risks including the risk of fire,
explosions, blowouts, pipe failure, abnormally pressured formations and environmental hazards. Environmental hazards include oil spills,
gas leaks, pipeline ruptures or discharges of toxic gases. If any of these industry-operating risks occur, we could have substantial losses.
Substantial losses may be caused by injury or loss of life, severe damage to or destruction of property, natural resources and equipment,
pollution or other environmental damage, clean-up responsibilities, regulatory investigation and penalties and suspension of operations.
Additionally, our offshore operations are subject to the additional hazards of marine operations, such as capsizing, collision and adverse
weather and sea conditions. In accordance with industry practice, we maintain insurance against some, but not all, of the risks described
above.

We currently maintain loss of production insurance to protect against uncontrollable disruptions in production operations. The policy
covers the majority of our anticipated production volumes from selected offshore properties on an individual facility basis. The value of lost
production would be calculated using the average of the last 45 days’ revenue from the facility prior to the loss. We currently maintain
coverage of up to $100 million per occurrence that becomes effective after 30 consecutive days of lost production.

We also maintain additional insurance of various types to cover our operations, including maritime employer’s liability and
comprehensive general liability. Coverage amounts are provided by primary and excess umbrella liability policies with ultimate limits of
$100 million. In addition, we maintain up to $100 million in operator’s extra expense insurance, which provides coverage for the care,
custody and control of wells drilled and/or completed plus redrill and pollution coverage. The exact amount of coverage for each well is
dependent upon its depth and location.

We cannot assure you that our insurance will be adequate to cover losses or liabilities. Also, we cannot predict the continued availability
of insurance at premium levels that justify its purchase. The occurrence of a significant event, not fully insured or indemnified against, could
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materially and adversely affect our financial condition and operations.

A portion of our production, revenues and cash flows are derived from assets that are concentrated in a geographic
area.

Production from South Pelto Block 23 and Eugene Island Block 243 each accounted for approximately 16% of our total oil and gas
production volumes during 2001. Accordingly, if the level of production from either of these fields substantially declines, it could have a
material adverse effect on our overall production levels and our revenues.

QOur debt level and the covenants in the agreements governing our debt could negatively impact our financial
conditiom, results of operations and business prospects.

As of December 31, 2001, we had $426 million in outstanding indebtedness. During December 2001, we increased our bank credit
facility to $350 million. We currently have a loan base under the amended credit facility of $250 million with availability of an additional
$106.7 million in borrowings as of March 15, 2002.

The terms of the agreements governing our debt impose significant restrictions on our ability and the ability of our subsidiaries to take a
number of actions that we may otherwise desire to take, including:

© incurring additional debt;

o paying dividends on stock, redeeming stock or redeeming subordinated debt;
©  making investments;

©  creating liens on our assets;

°  selling assets;

©  guaranteeing other indebtedness;

o  entering into agreements that restrict dividends from our subsidiaries to us;

©  merging, consolidating or transferring all or substantially all of our assets; and
©  entering into transactions with affiliates.

Our level of indebtedness, and the covenants contained in the agreements governing our debt, could have important consequences on our
operations, including:

©  making it more difficult for us to satisfy our obligations under the indentures or other debt and increasing the risk that
we may default on our debt obligations;

©  requiring us to dedicate a substantial portion of our cash flow from operations to required payments on debt, thereby
reducing the availability of cash flow for working capital, capital expenditures and other general business activities;

o limiting our ability to obtain additional financing in the future for working capital, capital expenditures, acquisitions
and general corporate and other activities;

o limiting our flexibility in planning for, or reacting to, changes in our business and the industry in which we operate;
o detracting from our ability to successfully withstand a downturn in our business or the economy generally;

e placing us at a competitive disadvantage against other less leveraged competitors; and

o making us vulnerable to increases in interest rates, because debt under our credit facility will be at variable rates.




We may be required to repay all or a portion of our debt on an accelerated basis in certain circumstances. If we fail to comply with the
covenants and other restrictions in the agreements governing our debt, it could lead to an event of default and the acceleration of our
repayment of outstanding debt. Cur ability to comply with these covenants and other restrictions may be affected by events beyond our
control, including prevailing economic and financial conditions. Moreover, the borrowing base limitation on our credit facility is
periodically redetermined based on an evaluation of our reserves. Upon a redetermination, if borrowings in excess of the revised borrowing
capacity were outstanding, we could be forced to repay a portion of our bank debt.

We may not have sufficient funds to make such repayments. If we are unable to repay our debt out of cash on hand, we could attempt to
refinance such debt, sell assets or repay such debt with the proceeds from an equity offering. We cannot assure you that we will be able to
generate sufficient cash flow to pay the interest on our debt or that future borrowings, equity financings or proceeds from the sale of assets
will be available to pay or refinance such debt. The terms of our debt, including our credit facility and our indentures, may also prohibit us
from taking such actions. Factors that will affect our ability to raise cash through an offering of our capital stock, a refinancing of our debt or
a sale of assets include financial market conditions and our market value and operating performance at the time of such offering or other
financing. We cannot assure you that any such offering, refinancing or sale of assets can be successfully completed.

Competition within cur industry may adversely affect our operations.

Competition in the Gulf Coast Basin and the Rocky Mountains is intense, particularly with respect to the acquisition of producing
properties and proved undeveloped acreage. We compete with major oil and gas companies and other independent producers of varying
sizes, all of which are engaged in the acquisition of properties and the exploration and development of such properties. Many of our
competitors have financial resources and exploration and development budgets that are substantially greater than ours, which may adversely
affect our ability to compete.

Cur oil and gas operations are subject to various U.S. federal, state and local governmental regulations that materially
affect our operations.

Our oil and gas operations are subject to various U.S. federal, state and local laws and regulations. These laws and regulations may be
changed in response to economic or political conditions. Regulated matters include permits for exploration, development and production
operations, such as permits for discharges of wastewaters and other substances generated in connection with drilling operations, bonds or
other financial responsibility requirements to cover drilling contingencies and well plugging and abandonment costs, reports concerning
operations, the spacing of wells and unitization and pooling of properties and taxation. At various times, regulatory agencies have imposed
price controls and limitations on oil and gas production. In order to conserve supplies of oil and gas, these agencies have restricted the rates
of flow of oil and gas wells below actual production capacity. In addition, the federal Oil Pollution Act, as amended, requires operators of
offshore facilities such as us to prove that they have the financial capability to respond to costs that may be incurred in connection with
potential oil spills. Under OPA and other federal and state environmental statutes, including the CERCLA, as amended, and the RCRA, as
amended, owners and operators of certain defined onshore and offshore facilities are strictly liable for spills of oil and other regulated
substances, subject to certain limitations. Consequently, a substantial spill from one of our facilities subject to laws such as CPA, CERCLA
and RCRA could have a material adverse effect on our results of operations, competitive position or financial condition. Federal, state and
local laws regulate production, handling, storage, transportation and disposal of oil and gas, by-products from oil and gas and other
substances, and materials produced or used in connection with oil and gas operations. We cannot predict the ultimate cost of compliance
with these requirements or their effect on our operations.

The loss of key personnel could adversely affect eur ability to operate.

Our operations are dependent upon a relatively small group of key management and technical personnel. We cannot assure you that such
individuals will remain with us for the immediate or foreseeable future. We do not have employment contracts with any of these individuals.
The unexpected loss of the services of one or more of these individuals could have a detrimental effect on us.
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Hedging transactions may limit our potential gains.

In order to manage our exposure to price risks in the marketing of our oil and gas, we periodically enter into oil and gas price hedging
arrangements with respect to a portion of our expected production. Our hedging policy provides that, without prior approval of our board of
directors, generally not more than 50% of our production quantities may be hedged. These arrangements may include futures contracts on
the New York Mercantile Exchange. While intended to reduce the effects of volatile oil and gas prices, such transactions, depending on the
hedging instrument used, may limit our potential gains if oil and gas prices were to rise substantially over the price established by the hedge.
In addition, such transactions may expose us to the risk of financial loss in certain circumstances, including instances in which:

©  our production is less than expected;

o there is a widening of price differentials between delivery points for our production and the delivery point assumed in
the hedge arrangement;

o the counterparties to our futures contracts fail to perform the contracts; or

[¢]

a sudden, unexpected event materially impacts oil or gas prices.

Ownership of working interests, net profits interests and everriding royalty interests in certain of our properties by
certain of our officers and directors may create conflicts of interest.

James H. Stone and Joe R. Klutts, both directors of Stone, collectively own 9% of the working interest in certain wells drilled on Section
19 on the east flank of Weeks Island Field. These interests were acquired at the same time that our predecessor company acquired its
interests in Weeks Island Field. In their capacity as working interest owners, they are required to pay their proportional share of all costs and
are entitled to receive their proportional share of revenues.

Two of our officers were granted net profits interests in some of our oil and gas properties acquired prior to 1993. The recipients of net
profits interests are not required to pay capital costs incurred on the properties burdened by such interests.

We received certain fees as a result of our function as managing partner of certain partnerships. These partnerships were dissolved on
December 31, 1999, All participants in the partnerships, including four of our directors, James H. Stone, Joe R. Klutts, Raymond B. Gary
and Robert A. Bernhard, received overriding royalty interests in the related properties in exchange for their partnership interests. For the
years ended December 31, 1999, management fees and overhead reimbursements from partnerships totaled $224,000, the majority of which
was treated as a reduction of our investment in oil and gas properties.

As aresult of these transactions, a conflict of interest may exist between us and such directors and officers with respect to the drilling of
additional wells or other development operations.

We do not pay dividends.

We have never declared or paid any cash dividends on our common stock and have no intention to do so in the near future. The
restrictions on our present or future ability to pay dividends are included in the provisions of the Delaware General Corporation Law and in
certain restrictive provisions in the indentures executed in connection with our 834% Senior Subordinated Notes due 2007 and 8'4% Senior
Subordinated Notes due 2011. [n addition, we have entered into a credit facility that contains provisions that may have the effect of limiting
or prohibiting the payment of dividends.

QOur Certificate of Incorporation and Bylaws have provisions that discourage corporate takeovers and could prevent shareholders
from realizing a premium on their investment.

Certain provisions of our Certificate of Incorporation, Bylaws and shareholders’ rights plan and the provisions of the Delaware General
Corporation Law may encourage persons considering unsolicited tender offers or other unilateral takeover proposals to negotiate with our
board of directors rather than pursue non-negotiated takeover attempts. Our Bylaws provide for a classified board of directors. Also, our
Certificate of Incorporation authorizes our board of directors to issue preferred stock without stockholder approval and to set the rights,
preferences and other designations, including voting rights of those shares, as the board may determine. Additional provisions include
restrictions on business combinations and the availability of authorized but unissued common stock. These provisions, alone or in
combination with each other and with the rights plan described below, may discourage transactions involving actual or potential changes of
control, including transactions that otherwise could involve payment of a premium over prevailing market prices to stockholders for their
common stock.




During 1998, our board of directors adopted a shareholder rights agreement, pursuant to which uncertificated stock purchase rights were
distributed to our stockholders at a rate of one right for each share of common stock held of record as of October 26, 1998. The rights plan is
designed to enhance the board’s ability to prevent an acquirer from depriving stockholders of the long-term value of their investment and to
protect stockholders against attempts to acquire us by means of unfair or abusive takeover tactics. However, the existence of the rights plan
may impede a takeover not supported by our board, including a takeover that may be desired by a majority of our stockholders or involving
a premium over the prevailing stock price.

ITEM 2. PROPERTIES

We have grown principally through the acquisition and subsequent development and exploitation of properties purchased from major and
independent oil and gas companies. In December 2001, we acquired interests in eight producing properties in the Gulf of Mexico from
Conoco. Our current property portfolio consists of 55 active properties and 39 primary term leases in the Gulf Coast Basin and 32 active
properties in the Rocky Mountains.

As of January 1, 2002, we served as operator on 62% of our active properties, including a 69% operating percentage on our Gulf Coast
Basin properties. The properties that we operate accounted for 82% of our year-end 2001 estimated proved reserves. This high operating
percentage allows us to better control the timing, selection and costs of our drilling and production activities.

Qil and Gas Reserves

The following table sets forth our estimated net proved oil and gas reserves and the present value of estimated future net cash flows
before taxes related to such reserves as of December 31, 2001. The proved natural gas reserves at December 31, 2001 excluded 1.3 Befof
gas dedicated to a production payment. Also excluded are the related estimated future net cash flows and the present value of estimated
future net cash flows of $3.8 million and $3.7 million, respectively.

The information in this Form 10-K relating to Stone’s estimated oil and gas reserves and the estimated future net cash flows attributable
thereto is based upon the reserve reports (the “Reserve Reports™) prepared as of December 31, 2001 by Atwater Consultants, Ltd., Ryder
Scott Company, and Cawley, Gillespie & Associates, Inc., all independent petroleum engineers. All product pricing and cost estimates used
in the Reserve Reports are in accordance with the rules and regulations of the SEC, and, except as otherwise indicated, the reported amounts
give no effect to federal or state income taxes otherwise attributable to estimated future cash flows from the sale of oil and gas. The present
value of estimated future net cash flows has been calculated using a discount factor of 10%.

You should not assume that the estimated future net cash flows or the present value of estimated future net cash flows, referred to in the
table below, represent the fair value of our estimated oil and gas reserves. As required by the SEC, we determine estimated future net cash
flows using period-end market prices for oil and gas without considering hedge contracts in place at the end of the period. Using the
information contained in the Reserve Reports, the average 2001 year-end product prices for all of our properties were $18.64 per barrel of
oil and $2.79 per Mcf of gas.

Percent
Proved Proved Total Proved
Deveﬂ@ped Umczﬂeveﬂ@peaﬁ Proved Deveﬂ@ped}
Cil (MBDIS) e et 43,094 12,297 55,391 77.8%
Gas (MM e 351,269 91,400 442,669 79.4%
Total oil and gas (MMecfe).....ccoeevveerneennnnnn. e 609,833 165,182 775,015 78.7%
Estimated future net cash flows before income taxes
(in thousands) .........cccooevveiiiiiiii e, $1,238,584 $268,639 $1,507,223 82.2%
Present value of estimated future net cash flows
before income taxes (in thousands).................... $887.,811 $150,986 $1,038,797 85.5%
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There are numerous uncertainties inherent in estimating quantities of proved reserves and in projecting future rates of production and the
timing of development expenditures, including many factors beyond the control of the producer. The reserve data set forth herein only
represents estimates. Reserve engineering is a subjective process of estimating underground accumulations of oil and gas that cannot be
measured in an exact way, and the accuracy of any reserve estimate is a function of the quality of available data and of engineering and
geological interpretation and judgment and the existence of development plans. As a result, estimates of reserves made by different
engineers for the same property will often vary. Results of drilling, testing and production subsequent to the date of an estimate may justify
a revision of such estimates. Accordingly, reserve estimates are generally different from the quantities of oil and gas that are ultimately
produced. Further, the estimated future net revenues from proved reserves and the present value thereof are based upon certain assumptions,
including geological success, prices, future production levels and costs that may not prove to be correct. Predictions about prices and future
production levels are subject to great uncertainty, and the meaningfulness of these estimates depends on the accuracy of the assumptions
upon which they are based.

As an operator of domestic oil and gas properties, we have filed Department of Energy Form EIA-23, “Annual Survey of Oil and Gas
Reserves,” as required by Public Law 93-275. There are differences between the reserves as reported on Form EIA-23 and as reported
herein. The differences are attributable to the fact that Form EIA-23 requires that an operator report the total reserves attributable to wells
that it operates, without regard to percentage ownership (i.e., reserves are reported on a gross operated basis, rather than on a net interest
basis) or non-operated wells in which it owns an interest.

Acquisition, Production and Drilling Activity

Acquisition and Development Costs. The following table sets forth certain information regarding the costs incurred in our acquisition,
development and exploratory activities during the periods indicated.

Year Ended December 31,
2001 2000 1999
(In thousands)

ACqUISItION COSES ..evvvieviiiiiireierciee et $328,778 $15,086 $27,316
Development COSES .......oooivriiiiineniicerieeeerenennes 119,426 98,004 86,218
EXPlOratory COStS ...occoveiiiiiiiiieiiereeneereeee e see e 176,679 138,420 66,848

SUBLOLAL 1.oviiieeiie e 624,883 251,510 180,382
Capitalized general and administrative costs and

interest, net of fees and reimbursements................ 16,394 17,634 14,102
Total additions to oil and gas properties (1) .............. $641,277 $269,144 $194,484

(1) Total additions to oil and gas properties during 1999 included non-cash additions of $20.3 million related to acquisitions made
through production payments.




Productive Well and Acreage Date. The following table sets forth certain statistics regarding the number ot productive wells and
developed and undeveloped acreage as of December 31, 2001.

Gross Net
Productive Wells:
Oil (1):
Guif Coast Basin ............... 173.00 100.80
Rocky Mountain Basin....., 189.00 152.44
362.00 253.24
Gas (2):
Gulf Coast Basin ............... 165.00 109.39
Rocky Mountain Basin...... 36.00 18.60
201.00 127.99
Total..cooiiiiieeec, 563.00 381.23
Developed Acres:
Gulf Coast Basin..........c......... 47,321.00 29,164.19
Rocky Mountain Basin .......... 47,805.00 27,723.00
Total..cooiiiieecceee, 95,126.00 56,887.19
Undeveloped Acres (3):
Gulf Coast Basin.................... 461,572.00 330,690.29
Rocky Mountain Basin .......... 210,567.00 127,676.75
Total....oooeiiiiiee 672,139.00 458,367.04

(1) 11 gross wells each have dual completions.

(2) & gross wells each have dual completions.

(3) Leases covering approximately 4% of our undeveloped gross acreage will expire in 2002, 8% in 2003, 5% in 2004, 8% in 2005 and
2% in 2006. Leases covering the remainder of our undeveloped gross acreage (73%) are held by production.

Drilling Activity. The following table sets forth our drilling activity for the periods indicated.

Year Ended December 31,
2001 2000 1999
Gross Net - Gross Net Gross Net

Exploratory Wells:

Productive.......cccveeerenne, 22.00 13.84 31.00 17.82 19.00 9.86

Nonproductive ............... 20.00 15.81 20.00 10.65 10.00 5.31
Development Wells:

Productive........ccoeen.... 20.00 12.03 24.00 16.68 10.00 7.59

Nonproductive ............... 1.00 0.51 1.00 0.82 - -

Title to Properties

We believe that we have satisfactory title to substantially all of our active properties in accordance with standards generally accepted in
the o1l and gas industry. Our properties are subject to customary royalty interests, liens for current taxes and other burdens, which we
believe do not materially interfere with the use of or affect the value of such properties. Prior to acquiring undeveloped properties, we
perform a title investigation that is thorough but less vigorous than that conducted prior to drilling, which is consistent with standard practice
in the oil and gas industry. Before we commence drilling operations, we conduct a thorough title examination and perform curative work
with respect to significant defects before proceeding with operations. We have performed a thorough title examination with respect to
substantially all of our active properties.
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ITEM 3. LEGAL PROCEEDINGS

We are named as a defendant in certain lawsuits and are a party to certain regulatory proceedings arising in the ordinary course of
business. We do not expect these matters, individually or in the aggregate, to have a material adverse effect on our financial condition.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

No matters were submitted for a vote of our stockholders during the fourth quarter of 2001.
ITEM 4A. EXECUTIVE QFFICERS OF THE REGISTRANT

The following table sets forth information regarding the names, ages (as of March 15, 2002) and positions held by each of our executive
officers. Our executive officers serve at the discretion of the Board of Directors.

Name Age Pgsition
D. Peter Canty ......ccococvveeieiicioiiicneeereens 55 President, Chief Executive Officer and Director
Andrew L. Gates, IIL.......cccocooviiinicn 54 Vice President, Secretary and General Counsel
Craig L. Glassinger.......ccoveovvereivennennnne 54 Vice President — Resources
E. J. LOUVIETE ..oooiiveconirienieeeieereence e 53 Vice President — Land
J. Kent Pierret...cooovoiiviicnei 46 Vice President — Controller and Chief Accounting Officer
James H. Prince ....ccooooviiiiiiiiee e 59 Vice President, Chief Financial Officer and Treasurer

The following biographies describe the business experience of our executive officers for at least the past five years. Stone Energy
Corporation was formed in March 1993 to become a holding company for The Stone Petroleum Corporation (“TSPC”) and its subsidiaries.
In 1997, TSPC was dissolved after the majority of its assets were transferred to Stone Energy Corporation.

D. Peter Canty was named Chief Executive Officer on January 1, 2001 and President in March 1994. He has also served as Chief
Operating Officer and as a Director since March 1993. Mr. Canty was President of TSPC from 1994 to 1997,

Andrew L. Gates, II1 has served as Vice President, Secretary and General Counsel since August 1995.

Craig L. Glassinger was named Vice President — Resources in February 2001. From December 1995 to February 2001 he served as Vice
President — Acquisitions.

E. J. Louviere has served as Vice President — Land since June 1995.

J. Kent Pierret was named Vice President — Controller and Chief Accounting Officer in June 1999. Prior to rejoining us, he was a partner
in the firm of Pierret, Veazey & Co., CPAs (and its predecessors) from May 1988 to May 1999, which performed a substantial amount of
our financial reporting, tax compliance and financial advisory services.

James H. Prince was named Chief Financial Officer in August 1999 and Treasurer in June 1999. He previously served as Chief
Accounting Officer and Controller from 1993 to June 1999.




PART Il

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

Since July 9, 1993, our common stock has been listed on the New York Stock Exchange under the symbol “SGY.” The following table
sets forth, for the periods indicated, the high and low closing prices per share of our common stock.

High Low

2000

First QUATTET....oovvviiirrieniei et s $50.375 $32.250

SeCconNd QUATTET ....uvieeieieeeie et ste et et sr e ens 61.813 44.875

Third QUAITET ....o.viiivieeieeie et et eae e et 60.938 47.063

Fourth QUArter..........coveireiiie et e 67.380 50.190
2001

FIrst QUAITET......ovvoiiiti ettt ettt $63.750 $47.750

SeCONA QUATTET ......vieeieie ettt eb e en 57.900 41.400

THird QUATTET ..ottt 47.110 30.000

Fourth QUATtET.........cooviiirieieieieice st e st 40.120 31.850
20062

First Quarter (through March 15, 2002).........ccccccceviiniinninicnnns $38.270 $32.400

On March 15, 2002, the last reported sales price on the New York Stock Exchange Composite Tape was $37.15 per share. As of that
date, there were approximately 241 holders of record of our common stock.

Dividend Restrictions

In the past, we have not paid cash dividends on our common stock, and we do not intend to pay cash dividends on our common stock in
the foreseeable future. We currently intend to retain earings, if any, for the future operation and development of our business. The
restrictions on our present or future ability to pay dividends are included in the provisions of the Delaware General Corporation Law and in
certain restrictive provisions in the indentures executed in connection with our 8%% Senior Subordinated Notes due 2007 and our 8%
Senior Subordinated Notes due 2011. In addition, we have entered into a credit facility that contains provisions that may have the effect of
limiting or prohibiting the payment of dividends.
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ITEM 6. SELECTED FINANCIAL DATA

Statement of Operations Data:

Operating revenues:
Qil production revenue. ........ccooveevireneneceevecnnenaens
Gas production TeVeNUE. .........cocrerereererirrr e
Other TeVENUE .....covveriiceireee e

Total operating reVenues .........ocoveevvecrrceerenecnns

Expenses:
Normal lease operating eXpenses ............c..coceveven.
Major maintenance EXPenses ......ccoovevverrvrerernennens
Production taxes........cccovrreicenniniienine e
Depreciation, depletion and amortization ..............
Write-down of oil and gas properties....................
INterest eXPense.....ccovvvcciiiiiiiiii i,
Bad debt expense (1).....cccoeveeeriiicninceierneenens
MErger EXPENSES ....cvvreerviieeeiririissssreressiieeesssnsesrsnnns
Non-cash derivative exXpense.......cooeveceeeeiirennan
Salaries, general and administrative costs..............
Incentive compensation plan..............ccoevveeeecnnnn.

Total eXpenses.......ccvveriiiiiii i
Net income (loss) before income taxes.........c.ooeeee.
Income tax provision (benefit):

Total income tax provision (benefit)..................
Net InCome (10S8) .vveuveriiieiririecreeciiiineecreeneee e

Earnings and dividends per common share:
Basic net income (loss) per common share ...........
Diluted net income (loss) per common share ........
Cash dividends declared ........c.ccooeiiniincniinnnnne

Cash Flow Data:
Net cash provided by operating
activities (before working capital changes)............
Net cash provided by operating activities.................

Balance Sheet Data (at end of period):
Working capital (deficit) .......ococoeniiiniincine,
Oil and gas properties, Net.......cccorrrerenerenrererennne
Total 8SSELS «..ovvverieriiiirie e
Long-term debt, less current portion...........cccoeeene.
Stockholders' equity ......cccvviieiiniiecee

The following table sets forth a summary of selected historical financial information for each of the years in the five-year period ended
December 31, 2001. This information is derived from our Financial Statements and the notes thereto. See “Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and “Item 8. Financial Statements and Supplementary Data."

Year Ended December 31,
2001 2000 1999 1998 1997
(In thousands, except per share amounts)
$103,053 $118,628 $70,025  $48,262 $40,926
292,446 263,310 148,390 114,955 52,554
2.997 4,228 2.349 2,102 2,227
398,496 386.166 220,764  165.319 95.707
47,564 41,474 33,372 26,318 14,723
6,508 6,538 1,115 1,278 1,844
6,408 7,607 2,933 2,853 3,475
158,893 110,859 101,105 98,457 40,038
237,741 - - 114,341 -
4,895 9,395 15,186 15,017 5,768
2,343 - - - -
25,785 1,297 - - -
2,604 - - - -
13,004 12,725 10,764 8,636 7,509
523 1,722 1.510 763 833
506,268 191,617 165,985  267.663 74.190
(107.772) 194,549 54.779 (102.344) 21,517
(489) 450 25 23 (471)
(35.908) 67,642 17.688  (35.843) 3.053
(36.397) 68,092 17,713  (35.820) 7.582
(871,375) $126.457 $37,066 ($66.524) $13.935
(82.73) $4.90 $1.61 (83.23) $0.72
(82.73) $4.80 $1.58 ($3.23) $0.71
$286,758 $300,097 $154,152 $110,869 $62,450
315,617 302,082 123,010 118,014 43,606
($18,097) $53,065 $12,509  (83,340) ($1,708)
993,906 747,574 587,661 492349 437,832
1,101,783 944,104 706,958 581,134 515,426
426,000 148,000 134,000 289,936 143,077
530,025 587,577 452,870 213,131 277,975
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANATLYSIS OF FINANCIAEL CONDITION AND RESULTS OF CPERATIONS

The following discussion is intended to assist in understanding our financial position and results of operations for each of the years in the
three-year period ended December 31,2001. Our Financial Statements and the notes thereto, which are found elsewhere in this Form 10-K,
contain detailed information that should be referred to in conjunction with the following discussion. See "Item 8. Financial Statements and
Supplementary Data.”

Overview

We are an independent oil and gas company engaged in the acquisition, exploration, development and operation of oil and gas properties
onshore and in shallow waters of the Gulf of Mexico and in several basins in the Rocky Mountains. We have been active in the Guif Coast
Basin since 1973, which gives us extensive geophysical, technical and operational expertise in this area.

Our revenue, profitability and future rate of growth are dependent upon the prices of oil and natural gas. Over the last few years, the
prices of oil and gas have been highly volatile. The increased volatility was attributable to a variety of factors impacting supply and demand,
including seasonal, political and economic events we can neither control nor predict.

Oil and gas prices generally peaked at the beginning of 2001 and generally declined throughout the remainder of the year. Our realized
gas-equivalent price for the fourth quarter of 2001 was 51% less than our realized gas-equivalent price in the first quarter of 2001.
Historically, the cost to acquire oil and gas properties moves in relation to the prices of oil and gas. When prices began to fall in early 2001,
we set out to acquire a package of properties that fit our strategic characteristics.

Over the last several years, we have financed our capital expenditures primarily with cash flow from operations. By not burdening our
capital structure with a high percentage of debt, we were able to access the credit markets to quickly complete the $300 million Conoco
property acquisition on December 31, 2001.

Our 2002 capital expenditures budget is currently approximately $200 million, or 36% less than 2001°s capital expenditures, excluding
acquisitions. The decline in estimated capital investment is due to our outlook on 2002 oil and gas prices and our intent to once again
finance our capital expenditures primarily with cash flow from operations. The decline in drilling and operating costs and services should
enable us to evaluate wells at a much lower cost than in 2001.

To the extent that 2002 cash flow from operations exceed our estimated 2002 capital expenditures, we plan to pay down a portion of our
existing debt. In the event that cash flow from operations during 2002 is not sufficient to fund estimated 2002 capital expenditures, we
believe that our bank credit facility, under which we have $106.7 million of available borrowings at March 15, 2002, will provide us with
adequate liquidity.
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Results of Operations

The following table sets forth certain operating information with respect to our oil and gas operations and summary information with
respect to our estimated proved oil and gas reserves. See "Item 2. Properties - Oil and Gas Reserves."

Year Ended December 31,
2001 2000 1999

Production:

O1] (MBDBLS) .ttt 4,023 4,449 4,324

Gas (MMEL) oo 68,236 72,239 65,513

Oil and gas (MMcfe) ..ooovveeriiiieccee e 92,374 98,933 91,457
Average sales prices: (1)

Oil (PEr BB .ot $25.62 $26.66 $16.19

Gas (Per MCE) oo 4.29 3.64 2.27

Oil and gas (per Mcfe) .......cooovvveiceeeeeeeeeeeeeeen, R 4.28 3.86 2.39
Average costs (per Mcfe):

Normal operating costs (2) .....cococcvrciimernnniierrneeeienens $0.51 $0.42 $0.36

Salaries, general and administrative COStS ........ccvververieririnenennns 0.14 0.13 0.12

DD&A on oil and gas properties ........oceveeververeeierrnveseceneeennns 1.70 1.10 1.08
Reserves at December 31:

Ol (MBDBIS) oottt e 55,391 33,625 35,213

GasS (MMECE) ittt et 442,669 398,524 385,667

Ol and gas (MMEfe) ...ccoovvrveieriereeiceseeee e, 775,015 600,274 596,945

Present value of estimated future net cash flows before

income taxes (in thousands) .........c...ccvveiviriciinivrececnnnne, $1,038,797 $2,941,790 $830,606
Standardized measure of discounted future net cash flows
(N thOUSANAS) ....cvviivieieeeicie et $908,576 $1,982,749 $691,481

(1) Includes the effects of hedging.
(2) Excludes major maintenance expenses.

2001 Compared to 2000. For the year 2001, we reported a net loss totaling $71.4 million, or $2.73 per share, compared to net income
for the year ended December 31, 2000 of $126.5 million, or $4.80 per share. The variance in annual results was due to the following
components:

Production. During 2001, production volumes totaled 92.4 Befe compared to 98.9 Befe produced during 2000. Natural gas production
during 2001 decreased 6% to approximately 68.2 billion cubic feet compared to 2000 gas production of 72.2 billion cubic feet, while oil
production during 2001 totaled approximately 4.0 million barrels compared to 4.4 million barrels produced during 2000.

The decrease in 2001 production rates, compared to 2000, was the combined result of our 2001 drilling program providing less than
expected production growth and normal production declines.

Prices. Prices realized during 2001 averaged $25.62 per barrel of oil and $4.29 per Mcf of gas compared to 2000 average realized
prices of $26.66 per barrel of oil and $3.64 per Mcf of gas. All unit pricing amounts include the cash effects of hedging.

From time to time, we enter into various hedging contracts in order to reduce our exposure to the possibility of declining oil and gas
prices. Hedging transactions increased the average price we received during 2001 for oil by $0.37 per barrel and decreased the average
price received for natural gas by $0.04 per Mcf, compared to net decreases of $3.55 per barrel and $0.46 per Mcf realized during 2000.

Oil and Gas Revenue. As a result of higher realized prices on a Mcfe basis, oil and gas revenues increased 4% to $395.5 million in
2001 from $381.9 million during 2000.

Expenses. Normal operating costs during 2001 increased to $47.6 million, compared to $41.5 million during 2000. On a unit of
production basis, 2001 operating costs were $0.51 per Mcfe as compared to $0.42 per Mcfe for 2000. The increase in operating costs was
due primarily to industry-wide increases in the costs of oil field products and services.

Production tax expense for 2001 decreased to $6.4 million from $7.6 million in 2000 primarily due to decreased production volumes
from onshore properties.
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Depreciation, depletion and amortization (DD&A) expense on our oil and gas properties totaled $157.2 million, or $1.70 per Mcfe,
compared to $109.2 million, or $1.10 per Mcfe, for 2000. Higher drilling costs, higher unit reserve replacement costs and declining oil and
gas prices used in computing amortization under the future gross revenue method contributed to the increased DD&A expense during 2001.

We follow the full cost method of accounting for oil and gas properties. Based upon low oil and gas prices at the end of the third quarter
of 2001, we recognized a ceiling test write-down of our oil and gas properties totaling $237.7 million, or $154.5 million after taxes. This
expense did not impact our cash flow from operations but did reduce net income and stockholders’ equity.

As a result of having no outstanding obligations on our bank debt for a majority of 2001 and an increase in capitalized interest on
unevaluated properties, interest expense for 2001 decreased to $4.9 million, compared to $9.4 million during 2000.

Due to Enron Corp’s financial difficulties, during the fourth quarter of 2001, we recorded a 100% allowance for a production accounts
receivable due from Enron Corp. This allowance resulted in a 2001 charge of approximately $2.3 million to bad debt expense.

Our merger with Basin was completed on February 1, 2001. In connection with the completion of the merger, we incurred expenses
during 2001 totaling $25.8 million. Merger expenses incurred by Basin during 2000 totaled $1.3 million.

Reserves. At December 31, 2001, our estimated proved oil and gas reserves totaled 775.0 Befe, compared to December 31, 2000
reserves 0f 600.3 Befe. Estimated proved gas reserves grew to 442.7 Befat the end of 2001 from 398.5 Befat year-end 2000, and estimated
proved oil reserves grew to 55.4 MMBDls at the end of 2001 from 33.6 MMBBDls at the beginning of the year.

The increases in our 2001 estimated proved reserve volumes were primarily attributable to drilling results and acquisitions during the
year. The reserve estimates were prepared by independent petroleum consultants in accordance with guidelines established by the SEC.
Adherence to these guidelines limited us in booking reserves on successfully drilled wells to the extent of the base of known productive
sands. Actual limits of the productive sands will ultimately be determined through production or additional drilling.

Cur present values of estimated future net cash flows before income taxes were §1.0 billion and $2.9 billion at December 31, 2001 and
2000, respectively. You should not assume that the present values of estimated future net cash flows represent the fair value of our
estimated oil and gas reserves. As required by the SEC, we determine the present value of estimated future net cash flows using market
prices for oil and gas on the last day of the fiscal period. The average year-end oil and gas prices on all of our properties used in
determining these amounts, excluding the effects of hedges in place at year-end, were $18.64 per barrel and $2.79 per Mcf for 2001 and
$27.30 per barrel and $9.97 per Mcf for 2000.

2000 Compared te 1999. For the year 2000, we reported record net income totaling $126.5 million, or $4.80 per share, compared to net
income for the year ended December 31, 1999 of $37.1 million, or $1.58 per share. The favorable results in net income were due to
improvements in the following components:

Production. During 2000, production volumes reached a record high totaling 98.9 Befe compared to 91.5 Befe produced during 1999.
Natural gas production during 2000 increased 10% to approximately 72.2 billion cubic feet compared to 1999 gas production of 65.5 billion
cubic feet, while oil production during 2000 increased to approximately 4.4 million barrels compared to 4.3 million barrels produced during
1999,

The increase in 2000 production rates, compared to 1999, was due to drilling results at several of our fields, the most significant of
which were Eugene Island Block 243 and East Cameron Block 64.

Prices. Prices realized during 2000 averaged $26.66 per barrel of oil and $3.64 per Mcf of gas. This represents a 62% increase, on a
Mecfe basis, over 1999 average realized prices of $16.19 per barrel of oil and $2.27 per Mcf of gas. All unit pricing amounts include the
effects of hedging.

Due to increases in commodity prices throughout 2000, hedging transactions reduced the average price we received during the year for
oil by $3.55 per barrel and for gas by $0.46 per Mcf, compared to net decreases of $1.72 per barrel and $0.06 per Mcfrealized during 1999,

Oil and Gas Revenue. As a result of higher production rates and realized prices, oil and gas revenue increased 75% to $381.9 million,
compared to 1999 oil and gas revenue of $218.4 million.

Expenses. Normal operating costs during 2000 increased to $41.5 million, compared to $33.4 million during 1999. On a unit of
production basis, 2000 operating costs were $0.42 per Mcfe compared to $0.36 per Mcfe for 1999. The increase in operating costs was due
primarily to industry-wide increases in the costs of il field products and services.
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During 2000, we performed significant workover operations on nine wells at three fields. As a result, major maintenance expenses for
the year totaled $6.5 million compared to $1.1 million for 1999.

Due to increased 2000 onshore production volumes combined with higher oil and gas prices, production revenue from onshore
properties increased 100%. As a result, production tax expense increased to $7.6 million from $2.9 million in 1999. Included in the 1999
amount was a $1 million production tax refund related to the abatement of severance taxes for certain wells under Louisiana state law.

Depreciation, depletion and amortization expense on our oil and gas properties totaled $109.2 million, or $1.10 per Mcfe, compared to
$99.2 million, or $1.08 per Mcfe, for 1999. The higher DD&A rate was partially attributable to the rising costs of oil and gas exploration
and development activities during 2000.

Salaries, general and administrative expenses for 2000 increased in total to $12.7 million, or $0.13 per Mcfe, from $10.8 million, or
$0.12 per Mcfe, during 1999. Due to our operational and financial results and our stock price performance during the year, incentive
compensation expense for 2000 increased to $1.7 million compared to $1.5 million in 1999.

Interest expense for 2000 decreased to $9.4 million, compared to $15.2 million during 1999, due primarily to the repayment of
approximately $120 million of borrowings under Stone’s bank credit facility in August 1999.

Reserves. At December 31, 2000, our estimated proved oil and gas reserves totaled 600.3 Befe, compared to December 31, 1999
reserves of 596.9 Befe. Estimated proved gas reserves grew to 398.5 Bef at the end of 2000 from 385.7 Bef at year-end 1999, while
estimated proved oil reserves declined to 33.6 MMBBbls at the end of 2000 from 35.2 MMBbls at the beginning of the year.

Our reserve estimates at December 31, 2000 were prepared by independent petroleum consultants in accordance with guidelines
established by the SEC. Adherence to these guidelines limits our recognition of proved reserves on successfully drilled wells to the extent of
the base of known productive sands. Actual limits of the productive sands will ultimately be determined through production or additional
drilling.

Our present values of estimated future net cash flows before income taxes were $2.9 billion and $830.6 million at December 31, 2000
and 1999, respectively. You should not assume that the present values of estimated future net cash flows represent the fair value of our
estimated proved oil and gas reserves. As required by the SEC, we determine the present value of estimated future net cash flows using
market prices for oil and gas on the last day of the fiscal period. The average year-end oil and gas prices on all of our properties used in
determining these amounts, excluding the effects of hedges in place at year-end, were $27.30 per barrel and $9.97 per Mcf for 2000 and
$24.83 per barrel and $2.42 per Mcf for 1999.

Liquidity and Capital Resources

Cash Flow and Working Capital. Net cash flow from operations before working capital changes for 2001 was $286.8 million, or $10.98
per share, compared to $300.1 million, or $11.40 per share, reported for 2000. Working capital at December 31, 2001 totaled ($18.1)
million. Cur working capital balance is not a good indication of our liquidity because it fluctuates as a result of borrowings or repayments
under our credit facility and the timing of capital expenditures.

Capiral Expenditures. Capital expenditures during 2001 totaled $641.3 million and included $10.4 million of capitalized general and
administrative costs, net of reimbursements, and $6.0 million of capitalized interest. These investments were financed by borrowings under
our bank credit facility, net proceeds from the December 2001 bond offering, cash flows from operations and working capital.

Our 2002 capital expenditures budget is currently approximately $200 million, or 36% less than 2001 s capital expenditures, excluding
acquisitions. The decline in estimated capital investment is due to our outlook on 2002 oil and gas prices and our intent to once again
finance our capital expenditures primarily with cash flow from operations. The decline in drilling and operating costs and services should
enable us to evaluate wells at a much lower cost than in 2001.

To the extent 2002 cash flow from operations exceed our estimated 2002 capital expenditures, we plan to pay down a portion of our
existing debt. In the event that cash flow from operations during 2002 is not sufficient to fund estimated 2002 capital expenditures, we
believe that our bank credit facility will provide us with adequate liquidity.

We do not budget acquisitions; however, we are currently evaluating several opportunities that fit our specific acquisition profile. One or
a combination of certain of these possible transactions could fully utilize our existing sources of capital. Although we have no plans to
access the public markets for purposes of capital, if the opportunity arose, we would consider such funding sources to provide capital in
excess of what is currently available to us.
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Bank Credit Facility. At December 31, 2001, we had $126 million of borrowings outstanding under our credit facility and letters of
credit totaling $7.3 million had been issued pursuant to the facility. During December 2001, we increased our credit facility to $350 million.
We currently have a loan base under the amended credit facility of $250 million with availability of an additional $106.7 million in
borrowings as of March 15, 2002. Stone’s borrowing base under the amended credit facility, which is redetermined periodically, is based on
an amount established by the bank group for Stone’s oil and gas properties.

Our credit facility provides for certain covenants, including restrictions or requirements with respect to debt to EBITDA ratio, net worth,
disposition of properties, incurrence of additional debt, change of ownership and reporting responsibilities. These covenants may limit or
prohibit us from paying cash dividends.

Hedging. See “Item 7A. Quantitative and Qualitative Disclosure About Market Risk — Commodity Price Risk.”

New Accounting Standards. In July 2001, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting
Standard (SFAS) No. 141, “Business Combinations,” and SFAS No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 141 prohibits
the use of the pooling-of-interest method of accounting for all business combinations initiated after June 30, 2001. SFAS No. 142 requires
that goodwill not be amortized in any circumstances and also requires goodwill to be tested for impairment annually or when events or
circumstances occur between annual tests indicating that goodwill for a reporting unit might be impaired. The standard establishes a new
method for testing goodwill for impairment based on a fair value concept and is effective for fiscal years beginning after December 15,
2001. The adoption of SFAS Nos. 141 and 142 is not expected to have a material impact on our financial statements, because we do not
have any goodwill recorded.

In July 2001, the FASB issued SFAS No. 143, "Accounting for Asset Retirement Obligations," effective for fiscal years beginning after
June 15, 2002. This statement will require us to record the fair value of liabilities related to future asset retirement obligations in the period
the obligation is incurred. We expect to adopt SFAS No. 143 on January 1, 2003. Upon adoption, we will be required to recognize
curmulative transition amounts for existing asset retirement obligation liabilities, asset retirement costs and accumulated depreciation. We
have not yet determined the transition amounts.

Forward-Looking Statements

Certain of the statements set forth under this item and elsewhere in this Form 10-K are forward-looking and are based upon assumptions
and anticipated results that are subject to numerous risks and uncertainties. See “Item 1. Business — Forward-Looking Statements” and “ —
Risk Factors.”

Accounting Matters and Critical Accounting Policies

Basis of Presentation. The financial statements include our accounts, the accounts of our wholly owned subsidiaries and our
proportionate share of certain partnerships. On December 31, 1999, these partnerships were dissolved after their assets were transferred to
us. All intercompany balances and transactions that existed prior to these dissolutions have been eliminated.

Full Cost Method. We use the full cost method of accounting for our oil and gas properties. Under this method, all acquisition and
development costs, including certain related employee costs and general and administrative costs (less any reimbursements for such costs),
incurred for the purpose of acquiring and finding oil and gas are capitalized.

We amortize our investment in oil and gas properties through DD&A using the future gross revenue method. Under this method, the
annual provision for DD&A is computed by dividing revenue earned during the period by future gross revenues at the beginning of the
period, and applying the resulting rate to the cost of oil and gas properties, including estimated future development, restoration,
dismantlement and abandonment costs.

We capitalize a portion of the interest costs incurred on our debt. Capitalized interest is calculated using the amount of our unevaluated
property and our effective borrowing rate. We also capitalize the portion of employee, general and administrative costs that are attributable
to our acquisition, exploration and development activities.

Under the full cost method of accounting, we are required to periodically compare the present value of estimated future net cash flows
from proved reserves (based on period-end commodity prices) to the net capitalized costs of proved oil and gas properties. We refer to this
comparison as a “ceiling test.” If the net capitalized costs of proved oil and gas properties exceed the estimated discounted future net cash
flows from proved reserves, we are required to write-down the value of our oil and gas properties to the value of the discounted cash flows.
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Reserves. Estimates of our oil and gas reserves are prepared by our independent petroleum and geological engineers. Proved reserves
and the cash flow related to these reserves are estimated based upon a combination of historical data and estimates of future activity.
Reserve estimates are used in calculating DD&A and in preparation of the full cost ceiling test.

Use of Estimates. The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires us to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent
assets and liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Actual results could differ from those estimates. Estimates are used primarily when accounting for depreciation, depletion and amortization,
unevaluated property costs, estimated future net cash flows, taxes, reserves of accounts receivable, capitalized employee, general and
administrative costs, fair value of financial instruments, the purchase price allocation on properties acquired and contingencies.

Derivative Instruments and Hedging Activities. Under SFAS No. 133, as amended, the nature of a derivative instrument must be
evaluated to determine if it qualifies for hedge accounting treatment. We do not use derivative instruments for trading purposes.
Instruments qualifying for hedge accounting treatment are recorded as an asset or liability measured at fair value and subsequent changes in
fair value are recognized in equity through other comprehensive income, net of related taxes, to the extent the hedge is effective.
Instruments not qualifying for hedge accounting treatment are recorded in the balance sheet and changes in fair value are recognized in
earnings.

Deferred Income Taxes. Deferred income taxes have been determined in accordance with SFAS No. 109, "Accounting for Income
Taxes." As of December 31,2001, we had deferred taxes of $35.6 million which was calculated based on our assumption that it is more
likely than not that we will have sufficient taxable income in future years to utilize certain tax attribute carryforwards.

For a more complete discussion of our accounting policies see our Notes to Consolidated Financial Statements on page F-7.

ITEM 7A., QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

Commodity Price Risk

Our revenues, profitability and future rate of growth depend substantially upon the market prices of oil and natural gas, which fluctuate
widely. Oil and gas price declines and volatility could adversely affect our revenues, cash flows and profitability. In order to manage our
exposure to oil and gas price declines, we occasionally enter into oil and gas price hedging arrangements to secure a price for a portion of
our expected future production. We do not enter into hedging transactions for trading purposes. While intended to reduce the effects of
volatile oil and gas prices, such transactions, depending on the hedging instrument used, may limit our potential gains if oil and gas prices
were to rise substantially over the price established by the hedge. In addition, such transactions may expose us to the risk of financial loss in
certain circumstances, including instances in which:

° our production is less than expected;

° there is a widening of price differentials between delivery points for our production and the delivery point assumed in the hedge
arrangement;

° the counterparties to our hedging contracts fail to perform the contracts; or
o a sudden, unexpected event materially impacts oil or gas prices.

Our hedging policy provides that not more than one-half of our production quantities can be hedged without the consent of the Board of
Directors.

Hedging. During 2001, we realized a net reduction in revenue from our hedging transactions of $1.8 million. Cur contracts totaled
1,278 MBbls of oil and 29,300 BBtus of gas, which represented approximately 32% and 43%, respectively, of our oil and gas production for
the year. During 2000, we realized a net reduction in revenue from our hedging transactions of $47.9 million. Our contracts totaled 1,868
MBBDIs of oil and 29,303 BBtus of gas, which represented approximately 42% and 41%, respectively, of our oil and gas production for that
year. The net reduction in revenue from hedging transactions for 1999 was $11.3 million. Our contracts totaled 2,094 MBbls of oil and
44,949 BBtus of gas, which represented approximately 48% and 69%, respectively, of our oil and gas production for that year.
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Our oil put contracts are with Bank of America, N.A. and our gas put contracts are with J. Aron & Co. Put contracts are purchased at a
rate per unit of hedged production that fluctuates with the commodity futures market. The historical cost of the put contracts represents our
maximum cash exposure. We are not obligated to make any further payments under the put contracts regardless of future commodity price
fluctuations. Under put contracts, monthly payments are made to us if prices fall below the agreed upon floor price, while allowing us to
fully participate in commaedity prices above that floor.

During 2001, we recognized $3.1 million of hedge premium expenses, which represents amortization of the historical cost associated
with oil and gas put contracts that settled during the year.

Fixed price swaps typically provide for monthly payments by us if NYMEX prices rise above the fixed swap price or to us if NYMEX
prices fall below the fixed swap price.

Since over 90% of our production has historically been derived from the Gulf Coast Basin, we believe that fluctuations in prices will
closely match changes in the market prices we receive for our production. Oil contracts typically settle using the average of the daily closing
prices for a calendar month. Natural gas contracts typically settle using the average closing prices for near month NYMEX futures contracts
for the three days prior to the settlement date.

The following tables show our hedging positions as of January 1, 2002;

Puts
Gas Oil
Volume Cost VYolume Cost
(BBtus) Floor (milliens) (BDbls) Floor (millioms)
2002 e 21,900 $3.50 $5.2 1,277,500 $24.00 $3.2

Fixed Price Gas Swaps

Volume

(BBtus) Price
2002 .. 3,650 $2.15
2003 ., 3,650 2.15

Adoption of SFAS Ne. 133. Under SFAS No. 133, as amended, the nature of a derivative instrument must be evaluated to determine if it
qualifies for hedge accounting treatment. Qur hedges are designated as cash flow hedges when entered into. Instruments qualifying for
hedge accounting treatment are recorded as an asset or liability measured at fair value and subsequent changes in fair value are recognized in
equity through other comprehensive income, net of related taxes, to the extent the hedge is effective. Instruments not qualifying for hedge
accounting treatment are recorded in the balance sheet and changes in fair value are recognized in earings.

At December 31, 2000, our oil put contracts were reflected as assets at a historical cost of $5 million and, in accordance with generally
accepted accounting principles in effect at year-end 2000, our fixed price gas swap contracts were not reflected in the financial statements
since they were costless. Our gas put contracts were purchased in January 2001 and therefore were not reflected in the December 31, 2000
balance sheet. At December 31, 2000, the fair values of our oil put contracts and fixed price gas swaps were $7.7 million and ($42.8)
million, respectively.

We adopted SFAS No. 133 effective January 1, 2001. Upon adoption of SFAS No. 133, as amended, the after-tax increase in fair value
over historical cost of our oil put contracts of $1.7 million was a transition adjustment that was recorded as a gain in equity through other
comprehensive income. In addition, the fair market value of the fixed price gas swaps was recorded as a liability and the corresponding
after-tax loss of $27.8 million was recorded in equity through other comprehensive income. Our put contracts at December 31, 2001 were
considered effective cash flow hedges and changes in fair value of these contracts are reflected in other comprehensive income, net of
related taxes.

Cur natural gas swap contracts are with a subsidiary of Enron Corp. Due to Enron’s financial difficulties, there is no assurance that we
will receive full or partial payment of any amounts that may become owed to us under these contracts. Accordingly, these swaps no longer
qualify as effective hedges under SFAS No. 133. As a result, the changes in fair value for each period will now be recorded through
earnings and amounts previously recorded in other comprehensive income will be amortized through earnings over the remaining life of the
swaps. At December 31,2001, other comprehensive income included $4.1 million related to the ineffective gas swaps that will be amortized
over the remaining life of the swaps. Included in the 2001 non-cash derivative expense is a $0.2 million gain from amortization of other
comprehensive income and a $0.3 million gain related to the change in fair value of the swaps.
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Stone uses sensitivity analysis techniques to evaluate the hypothetical effect that changes in the market prices of oil and gas may have on
the fair value of our commodity hedging instruments. Stone had open oil and gas put positions at December 31, 2001 with a positive fair
value of $26.2 million. As of March 1, 2002, a 10% increase in the underlying price of oil would have reduced the fair value of the oil puts
by approximately $2.3 million. A 10% increase in the underlying price of natural gas as of March 1, 2002, would have reduced the fair
value of our gas puts by approximately $3.3 million. At December 31, 2001, we also had open natural gas swap positions with a negative
fair value of $5.8 million. As of March 1,2002, a 10% increase in the underlying price of natural gas would have increased the negative fair
value of the swaps by approximately $1.9 million. The fair value of our derivative instruments was based upon quotes obtained from the
counterparties to the hedge agreements.

Interest Rate Risk

At December 31, 2001, Stone had long-term debt outstanding of $426 million. Of this amount, $300 million, or 70%, bears interest at
fixed rates averaging 8.4%. The remaining $126 million of debt outstanding at the end 0f 2001 bears interest at a floating rate. Because the
majority of our long-term debt at December 31, 2001 were at fixed rates, we consider our interest rate exposure at such date to be minimal.
At December 31, 2001, we had no open interest rate hedge positions to reduce our exposure to changes in interest rates.

Fair Value of Finencial Instruments

The fair value of cash and cash equivalents, net accounts receivable, accounts payable and bank debt approximated book value at
December 31, 2001. At December 31, 2001, the fair value of the 8%4% Senior Subordinated Notes due 2007 totaled $101.7 million and the
fair value of the 8% Senior Subordinated Notes due 2011 totaled $201.9 million. The fair values of the Notes have been estimated based
on quotes from brokers.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

Information concerning this Item begins on Page F-1.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE

None.
PART ITI

For information concerning Item 10. Directors and Executive Officers of the Registrant, Item 11. Executive Compensation, Item 12.
Security Ownership of Certain Beneficial Owners and Management and Item 13. Certain Relationships and Related Transactions, see the
Definitive Proxy Statement of Stone Energy Corporation relating to the Annual Meeting of Stockholders to be held on May 16, 2002, which
will be filed with the Securities and Exchange Commission and is incorporated herein by reference. For information concerning Item 10, see
also “Part I - Item 4A. Executive Officers of the Registrant,” set forth above in this Form 10-K.
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PART IV

ITEM 14, EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K

(a) 1. Financial Statememnts:

The following financial statements and the Report of Independent Public Accountants thereon are included on pages F-1 through F-22 of
this Form 10-K.

Report of Independent Public Accountants

Consolidated Balance Sheet as of December 31, 2001 and 2000

Consolidated Statement of Operations for the three years in the period ended December 31, 2001

Consolidated Statement of Cash Flows for the three years in the period ended December 31, 2001

Consolidated Statement of Changes in Stockholders’ Equity for the three years in the period ended December 31, 2001
Notes to the Consolidated Financial Statements

2. Financial Statement Schedules:

All schedules are omitted because the required information is inapplicable or the information is presented in the Financial Statements or
the notes thereto.

(b) Reports on Form 8-K
Stone filed the following report on Form 8-K during the fourth quarter‘ of 2001:

Form 8-K filed by the Registrant on November 28, 2001 {press release dated November 26, 2001 announcing updated agreement
to acquire properties from Conoco Inc.).
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act, as amended, the Registrant has duly caused this Form 10-K
to be signed on its behalf by the undersigned, thereunto duly autherized, in the City of Lafayette, State of Louisiana, on the 19th
day of March 2002.

STONE ENERGY CORPORATION

Pursuant to the requirements of the Securities Exchange Act, this Form 10-K has been signed by the following persons in the
capacities and on the dates indicated.

Signature

/s/ James H. Stone

James H. Stone

/s/ Joe R. Klutts

Joe R. Klutts

/s/ D. Peter Canty

D. Peter Canty

/s/ James H. Prince

James H. Prince

/s/ J. Kent Pierret

J. Kent Pierret

/s/ Peter K. Barker

Peter K. Barker

/s/ Robert A. Bernhard

Robert A. Bernhard

/s/ B.J. Duplantis

B.J. Duplantis

/s/ Raymond B. Gary

Raymond B. Gary

/s/ John P. Laborde

John P. Laborde

/s/ Richard A. Pattarozzi

Richard A. Pattarozzi

/s/ David R. Voelker

David R. Voelker

Title

Chairman of the Board

Vice Chairman of the Board

President, Chief Executive Officer
and Director
(principal executive officer)
Vice President — Chief Financial
Officer and Treasurer
(principal financial officer)
Vice President — Controller
and Chief Accounting Officer

(principal accounting officer)

Director

Director

Director

Director

Director

Director

Director
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To the Stockholders of
Stone Energy Corporation:

We have audited the accompanying consolidated balance sheets of Stone Energy Corporation (a Delaware corporation) and subsidiaries
as of December 31, 2001 and 2000, and the related consolidated statements of operations, stockholders’ equity and cash flows for each
of the three years in the period ended December 31, 2001. These financial statements are the responsibility of the Company's
management. Cur responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of Stone Energy
Corporation and subsidiaries as of December 31, 2001 and 2000, and the consolidated results of their operations and their cash flows for
each of the three years in the period ended December 31, 2001, in conformity with accounting principles generally accepted in the
United States.

As discussed in Note 1 to the consolidated financial statements, effective January 1, 2001, the Company adopted SFAS No. 133,
“Accounting for Derivative Instruments and Hedging Activities.”

ARTHUR ANDERSEN LLP

New Orleans, Louisiana
February 21, 2002
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O BNSINE FLUINEUARR T I IRy O AR VI
CONSCLIDATED BALANCE SHEET
(Dollar amounts in thousands, except per share amounts)

December 31,

ASSETS 2001 2000
Current assets:
Cash and cash eqUIVAIENES ...c...occoiiiiiiiiiiie $13,155 $78,557
Marketable securities, at MATKE.......coevverirrerirereee et ressar e - 300
ACCOUNES TECEIVADIE. ... 46,987 95,722
OThET CUITENT ASSEES ..veeereriiieeirieeieeieteeteeeeeeeiatuereeeeseaasaetesansserenereseeenmsrestsretenses 1,832 2,916
PUL COMITACES o vviie et eet e ettt e e e e e et e e s eabe e e s rerannae e b e e samt e s snaaa s e eannenee s 26,207 1,847
TOtal CUITENE ASSELS ... vvveerivrirerreeeerrreesiereeeeeresasirereseberesitresssebtesoninsesssaesnees ) 88,181 179,342
Oil and gas properties—full cost method of accounting:
Proved, net of accumulated depreciation, depletion and
amortization of $1,015,455 and $620,510, respectively......c.ccocvveriiniinins 880,534 691,883
UNEVATUALED ... eeee et eete e eee e e e e tb e e sanse e eabeae e sttt e e saenaeessiateseeas 113,372 55,691
Building and land, net of accumulated depreciation of $598 and
F465, rESPECHIVELY ..ceere ettt 5,352 4,914
Fixed assets, net of accumulated depreciation of $9,387 and $8,059,
FESPECHIVEIY. oo vttt sttt 4,883 4,441
Other assets, net of accumulated depreciation and amortization
of $1,932 and $1,499, reSpectively....ccoovvereriveciirree s 9,461 4,681
PUL COMITACES ...ttt oottt e e e e et e e e e s es e bae e e e e e etae e ae s e stsnbeves s snsbsnesenerenenereseesseabesenes - 3,152
TOTAL ASSEES 1uveeeeveeeeeeeeerieeteeietestesveeeseeesaeerasaases e sbeesnessseesseers e sbaeeanesesrneeeans $1,101,783 $944,104
LIABILITIES AND STOCKHQOLDERS' EQUITY
Current liabilities:
Accounts payable t0 VENAOTS ... $69,197 $83,423
Undistributed oil and gas proceeds...........coviviveirieinnisiieriice s 23,741 32,858
DETEITEA LAXES «.vveeeeeeeereeeie et e et v e eht et e e et e e te e e baaaseeesbe et et e et beeneesstneas sanis 5,312 -
Fair value of SWap CONITACES ....o.evvriiiiieceiececinie et 2,194 -
Other accrued HabIlItIes. .. .coocvviieieiee i 5,834 9,996
Total current Habilities ....ccvovvvreirreienrecrieie e 106,278 126,277
LONZ-1EIM GEDL.....oeieieieiiiee et 426,000 148,000
Production PAYITIENES ..........eoveerireriienerimiieiieerereneaesess e st es e 4,323 10,906
DDETEITEA TAXES «eeve et ieeeeeeeeee e eeeee e e eeer e e e e e e e st b e e st n e s esbateenbbcessabba e s s eabs s e e bane s enanes 30,244 68,926
Fair value of SWap CONTACES .....cccovviiiriiiiiiiicin e 3,619 -
Other long-term Habilities .........c.coorriiniiiiiii e 1,294 2,418
TOtal HHAbILIIES. ... .vveveivieire ettt et st se e b 571,758 356,527
Common stock, $.01 par value; authorized 100,000,000 shares;
issued and outstanding 26,190,270 and 25,981,000 shares, respectively.......... 262 260
Treasury stock (39,650 Shares at COS) ...ttt (2,057) -
Additional paid-in capital.......ocovvvereiiini 449,111 440,729
REtAINEA CAIMINES ..o.vevreviieeieieresietenieiete s eeetceee et ee s st b e s eb bt 75,213 146,588
Other comprehensive INCOME .....coveveirie it sce e 7,496 -
Total stockholders” SQUILY «oovvvriiiiiiiiiin e 530,025 587,577
Total liabilities and stockholders’ equity.......ccoociiioiciiiniiiiiis $1,101,783 $944,104

The accompanying notes are an integral part of this balance sheet.
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STONE ENERGY CORPORATION
CONSOLIDATED STATEMENT OF OPERATIONS
{(Amounts in thousands, except per share amounts)

Year Ended December 31,

2001 2000 1999
Revenues:
Oil and gas production .........ccccceerrriiniarene e $395,499 $381,938 $218,415
Other TEVEIUR ..eeieeiiri ettt eeee e e s asa e nsraeesnes 2,997 4,228 2,349
TOtAl TEVEIUES ovvieeeeii et 398,496 386,166 220,764
Expenses:
Normal lease Operating eXpPenses.......coeverreerieeeneerenernerrereenes 47,564 41,474 33,372
Major MaInteNnance EXPEIISES . .....evicririearrerreeeercernseeeaeeesessenne 6,508 6,538 1,115
Production tAXES ...vceeeeeeeeeeeeeeeeeee ettt 6,408 7,607 2,933
Depreciation, depletion and amortization...........ccceceeeeveeeiennne 158,893 110,859 101,105
Write-down of oil and gas properties ..........cceevrienieenieiininns 237,741 - -
INEETESE .. uvvieieeeee ettt ee e et e et e e 4,895 9,395 15,186
Salaries, general and administrative costs .......ccoccviveirrierinneees 13,004 12,725 10,764
Incentive compensation Plam .......c.ccorrirrrerciinenieieeeie s 523 1,722 1,510
Non-cash derivative EXpense .....c..ovvierieroiirrece e 2,604 - -
METEET EXPENSES ... cvvesivevsieeeessestsrtesasenseisseeessesesssassessssessssses 25,785 1,297 -
Bad debt eXpense......cccooiiiriii e 2,343 - -
TOtal EXPENSES ..cccvirviiiiiirieeriie ettt 506,268 191,617 165,985
Net income (loss) before INCOmMe taXes .c...ccoovivvevereeiiiriiieieeneene (107,772) 194,549 54,779
Income tax provision (benefit):
CUTTENL. ..o (489) 450 25
Deferred......oviieereeie e (35,908) 67,642 17,688
Total INCOME tAXES...c..viieeiereteterie ettt (36,397) 68,092 17,713
Net incomEe (J05S) 1vviiviieriiiiiieirere et e ($71,375) $126,457 $37,066
Earnings (loss) per common share:
Basic earnings (10SS) Per Share .........cooceceviierenincncciinceie e ($2.73) $4.90 $1.61
Diluted earnings (10ss) per share ...........cooccevceeviniiniieiecees ($2.73) $4.80 $1.58
Average shares Outstanding .........cccevvvvveverceereornonennreecrnees 26,111 25,804 22,954
Average shares outstanding assuming dilution...........c.cceceverenn 26,111 26,335 23,416

The accompanying notes are an integral part of this statement.

F-4




W LRVLNLG U NUGORATD L N ARV URL RV/URAL UL ANVLN

CONSQLIDATED STATEMENT OF CASH FLOWS
(Dollar amounts in thousands)

Year Ended December 31,

2001 200¢C 1999

Cash flows from operating activities:
Net INCOME (10SS) cevivveureiiiriieiirietece e s ($71,375) $126,457 $37,066
Adjustments to reconcile net income (loss) to net cash
provided by operating activities:

Depreciation, depletion and amortization...............c....ccoev.n... 158,893 110,859 101,105
Deferred income tax provision (benefit)..........c..cooeeveinenn.n. (35,908) 67,642 17,688
Non-cash effect of production payments...........ccc.ooovvvereennns (6,199) (5,784) (2,981)
Write-down of oil and gas properties ..........cccvvvrveereereiniennns 237,741 - -
Other non-cash eXpenses.........c.ooevveevioeeeeee e 3,606 923 1,274
286,758 300,097 154,152
(Increase) decrease in marketable securities ..............cccovvennen. 300 34,606 (18,053)
(Increase) decrease in accounts receivable.............cccocoeeuenen. 48,735 (45,661) (13,223
(Increase) decrease in other current assets ..........ccoecvevvrvveevnean. 733 2,040 (1,663)
Increase (decrease) in other accrued liabilities..................... (13,279) 15,258 6,285
Investment in put CONractS.........ooevviriiiniiiii e (6,466) (4,999) -
OtheT ittt (1,164) 741 (4,488)
Net cash provided by operating activities...........coooerrecrensirevecennneenenn 315,617 302,082 123,010
Cash flows from investing activities:
Investment in oil and gas Properties ......coccccevvvvveieeeceieecveecneenenn, (657,327) (259,074) (165,664)
Sale of unevaluated Properties........cccovevvieviieieniieiice e, 1,366 4,302 10,630
Building additions and renovations.............cccovvvvevieireniiveieeeen - (1,160) (405)
Increase in Other @SSELS..........c.ccoovvvvvvreieieiiiiiiiecr e (836) (2,705) (3,128)
Net cash used in Investing aCtiVItiEs ........covevveviirieerieeececee e (656,847) (258,637) (158,567)
Cash flows from financing activities:
Proceeds from bOrrOWINGS .......ovvvivveivieeieetieeceee e 131,000 59,500 67,500
Repayment of debt.............ccooovviiii (53,000) (45,500) (223,782)
Proceeds from issuance of 8/4% N0tes........ccocvvvericririvinreinennns 200,000 - -
Deferred financing costs ....ooovvviirriierieeiccr s (6,794) (200) (538)
Proceeds from common stock offerings..........coceevevreivvenennnnnn, - R 198.242
Expenses from common stock offerings ........coceovvveevnnincinnnnn. i} i} g
Proceeds from exercise of stock options (844)
proce o co PHONS .c.eveieeie e 4,822 4,404 2,048
urchase of treasury Stock ... (200) (743) (299)
Net cash provided by financing activities.........ccoccervveevivineveinineennnn. 275,828 17,461 42,327
Net increase (decrease) in cash and cash equivalents.......................... (65,402) 60,906 6,770
Cash and cash equivalents beginning of year .........cccccoocenrricnnnnnn, 78,557 17,651 10,881
Cash and cash equivalents end of year ........ccccoceovveeeeicvece v $13,155 $78,557 $17,651

Supplemental disclosures of cash flow information:
Cash paid during the year for:
Interest (net of amount capitalized)..........cooeereviiviecneriicnnnnann. $3,992 $8,793 $15,648
INCOME tAXES....oviviiiaiiiiit i 450 25

The accompanying notes are an integral part of this statement.




STONE ENERGY CORPORATION
CONSQLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY
(Dollar amounts in thousands)
Additional Retained Other Total
Common Treasury Paid-In Earnings Comprehensive Stockholders®
Stock Stock Capital (Deficit) Income Egquity
Balance, December 31, 1998 ............... $207 ($2,571) $232,430 ($16,9395) - $213,131
Net iNCOME ..ovovviieriiieceeee e, - - - 37,066 - 37,066
Sale of common stocK .......ccoevevevenenns 49 - 198,193 - - 198,242
Expenses from common /
stock offerings.........c...cccooveeeenin - - (844) - - (844)
Exercise of stock options .........c.......... 1 - 2,047 - - 2,048
Stock compensation plans...........c...... - - 370 - - 370
Tax benefit from stock '
OPION EXEICISES .ovvvveeieieeeiinens - - 1,467 - - 1,467
Exercise of warrants for
common Stock ........ccoevenenie, - (1,716) 1,716 - - -
Purchase of treasury stock.........co.oee.. - (669) - - - (669)
Issuance and vesting of
restricted StOCK .......cceviiiieiiiinen, 1 - 2,058 - - 2,059
Retirement of treasury stock................ (H 4,956 (4,955) - - -
Balance, December 31, 1999 ................ 257 - 432,482 20,131 - 452,870
Net INCOME vviivveriieveiiierioree e veereeens - - - 126,457 - 126,457
Exercise of stock options ........c..c........ 3 - 4,401 - - 4,404
Stock compensation plans................... 1 - 2,442 - - 2,443
Tax benefit from stock option
EXCICISES i ireeieiirrrriieeeeereenerrraneaens - - 3,657 - - 3,657
Purchase of treasury stock........covveven. - (3,185) - - - (3,185)
Issuance and vesting of
restricted stock - - 931 - - 931
Retirement of treasury stock................ (N 3,185 (3,184) - - -
Balance, December 31, 2000 ................ 260 - 440,729 146,588 - 587,577
NELIOSS tiveeiieeeriercrercricie e - - - (71,375) - (71,375)
Cumulative effect of accounting
change for derivatives................ - - - - (26,114) (26,114)
Net change in fair value of
AerivatiVes....oovviveccieeee e - - - - 33,720 33,720
Effect of change in accounting
treatment for swaps..........cccoee.. - - - - (110) (110)
Total comprehensive 10SS.........ccovu.. (63,879)
Exercise of stock options ................... 2 - 6,677 - - 6,679
Tax benefit from stock option
EXETCISES. . eievviieeieiireriereesisaneeens - - 1,499 - - 1,499
Purchase of treasury stocK.........eeeene. - (2,057) - - - (2,057)
Issuance and vesting of
restricted StOCK ......cocoovciiiciiine - - 206 - - 206
Balance, December 31, 2001 ................ $262 (52,057) $449,111 $75,213 $7.496 $530,025
The accompanying notes are an integral part of this statement.
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O LOINIE ANy T CRIPUR AL IVIN
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollar amounts in thousands except per share and price amounts)

NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Stone Energy Corporation is an independent oil and gas company engaged in the acquisition, exploration, development and operation
of oil and gas properties in the Gulf Coast Basin and Rocky Mountains.

Our business strategy is to increase production, cash flow and reserves through the acquisition and development of mature properties.
Currently, our property base consists of 87 active properties, 55 in the Gulf Coast Basin and 32 in the Rocky Mountains, and 39 primary
term leases. We serve as operator on 56 of our active properties, which enables us to better control the timing and cost of rejuvenation
activities. We believe that there will continue to be opportunities to acquire properties in the Gulf Coast Basin due to the increased
focus by major and large independent companies on projects away from the onshore and shallow water shelf regions of the Gulf of
Mexico.

We are headquartered in Lafayette, Louisiana, with additional offices in New Orleans, Louisiana, Houston, Texas and Denver,
Colorado.

A summary of significant accounting policies followed in the preparation of the accompanying consolidated financial statements is
set forth below:

Merger with Basin Exploration:

On February 1, 2001, the stockholders of Stone Energy Corporation and Basin Exploration, Inc. voted in favor of, and thereby
consummated, the combination of the two companies in a tax-free, stock-for-stock transaction accounted for under the pooling-of-
interests method. In connection with the approval of the merger, stockholders of Stone Energy also approved a proposal to increase the
authorized shares of Stone common stock from 25,000,000 to 100,000,000 shares. Under the merger agreement, Basin stockholders
received 0.3974 of a share of Stone common stock for each share of Basin common stock they owned. Stone issued 7,436,652 shares of
common stock. In addition, Stone assumed, and subsequently retired with cash on hand, $48,000 of Basin bank debt. The expenses
incurred in relation to the merger totaled $25,785 in 2001. Merger expenses incurred by Basin in 2000 totaled $1,297.

The following table reconciles certain of Stone’s pre-merger operating results with results reflecting the restatement of our financial
statements under the pooling-of-interest method of accounting:

2000 1999
Effects of As Effects of As
Stone Pooling Reported Stone Pooling Reported
Revenue............... $260,379 $125,787 $386,166 $149,134 $71,630 $220,7604
Netincome............ 84,945 41,512 126,457 26,490 10,576 37,066

The financial information above does not purport to be indicative of the results of operations that would have occurred had the
merger taken place at the beginning of the earliest period presented or future results of operations.

Basis of Presentation:

In accordance with the pooling-of-interests method of accounting for business combinations, the financial position and results of
operations were combined to give effect to the combination of Stone and Basin as if the merger occurred at the beginning of the earliest
period presented. Prior to the merger, Basin accounted for depreciation, depletion and amortization (DD&A) of oil and gas properties
using the units of production method. In connection with the restatement of our financial statements on a pooling-of-interests basis,
Basin’s historical provision for DD&A was restated to conform to the future gross revenue method used by Stone. This restatement
included related adjustments to Basin’s historical reduction in carrying value of oil and gas properties recorded at the end of 1998 and
their historical provision for income taxes. All periods presented reflect the effects of these adjustments.

We reclassified certain amounts in Basin’s historical financial statements to conform to Stone’s presentation.




NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (Continued)

The financial statements include our accounts, the accounts of our wholly owned subsidiaries and our proportionate interest in
certain partnerships. These partnerships were dissolved on December 31, 1999. All intercompany balances have been eliminated.

Certain prior year amounts have been reclassified to conform to current year presentation.

Use of Estimates:

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires us
to make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates. Estimates are used primarily when accounting for depreciation, depletion and amortization,
unevaluated property costs, estimated future net cash flows, taxes, reserves of accounts receivable, capitalized employee, general and
administrative costs, fair value of financial instruments, the purchase price allocation on properties acquired and contingencies.

Fair Value of Financial Instruments:

The fair value of cash and cash equivalents, accounts receivable, accounts payable to vendors and our variable-rate bank debt
approximated book value at December 31, 2001 and 2000. The following table presents the carrying amounts and estimated fair values

of our financial instruments at December 31, 2001 and 2000.

2001
Carrying Fair Carrying Fair
Amount Value Amount Value
8%4% Senior Subordinated Notes due 2011... $200,000 $201,880 $ - s -
8%4% Senior Subordinated Notes due 2007... 100,000 101,690 100,000 102,000
Put contractS.....ccovvevveireeneineiiiienions evrieaees 26,207 26,207 4,999 7,669
SWap CONIACES ..oovvveerieeeireercre e (5,813) (5,813) - (42,846)

The following methods and assumptions were used to estimate the fair value of the financial instruments detailed above. The
carrying amount of the bank debt approximated fair value because the interest rate is variable and reflective of market rates. The fair
value of the Notes has been estimated based on quotes obtained from brokers. The fair value of the oil and gas price hedges are based

upon quotes obtained from the counterparties to the hedge agreements.

Cash and Cash Equivalents:

We consider all highly liquid investments in overnight securities through our commercial bank accounts, which result in available

funds on the next business day, to be cash and cash equivalents.

Oil and Gas Properties:

We follow the full cost method of accounting for oil and gas properties. Under this method, all acquisition, exploration and
development costs, including certain related employee and general and administrative costs (less any reimbursements for such costs) and
interest incurred for the purpose of finding oil and gas is capitalized. Such amounts include the cost of drilling and equipping productive
wells, dry hole costs, lease acquisition costs, delay rentals and other costs related to such activities. Employee, general and
administrative costs that are capitalized include salaries and all related fringe benefits paid to employees directly engaged in the
acquisition, exploration and development of oil and gas properties, as well as all other directly identifiable general and administrative
costs associated with such activities, such as rentals, utilities and insurance. Fees received from managed partnerships for providing
such services are accounted for as a reduction of capitalized costs. Employee, general and administrative costs associated with
production operations and general corporate activities are expensed in the period incurred.

Under the full cost method of accounting, we are required to periodically compare the present value of estimated future net cash
flows from proved reserves (based on period-end commodity prices) to the net capitalized costs of proved oil and gas properties. We
refer to this comparison as a “ceiling test.” If the net capitalized costs of proved oil and gas properties exceed the estimated discounted
future net cash flows from proved reserves, we are required to write-down the value of our oil and gas properties to the value of the
discounted cash flows. Due to the impact of low commodity prices on September 30, 2001, we recorded a $237,741 reduction in the

carrying value of our oil and gas properties.
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NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (Continued)

Our investment in oil and gas properties is amortized through DD&A using the future gross revenue method whereby the annual
provision is computed by dividing revenue earned during the period by future gross revenues at the beginning of the period, and
applying the resulting rate to the cost of oil and gas properties, including estimated future development, restoration, dismantlement and
abandonment costs. Transactions involving sales of unevaluated properties are recorded as adjustments to oil and gas properties and
sales of reserves in place, unless extraordinarily large portions of reserves are involved, are recorded as adjustments to accumulated
depreciation, depletion and amortization.

Cil and gas properties included $113,372 and $55,691 of unevaluated property and related costs that were not being amortized at
December 31,2001 and 2000, respectively. The remainder of the unevaluated costs were associated with the acquisition and evaluation
of unproved properties and major development projects expected to entail significant costs to ascertain quantities of proved reserves.
We believe that a majority of unevaluated properties at December 31, 2001 will be evaluated within one to 24 months. The excluded
costs and related reserve volumes will be included in the amortization base as the properties are evaluated and proved reserves are
established or impairment is determined. Interest capitalized on unevaluated properties during the years ended December 31, 2001 and
2000 was $6,000 and $4,027, respectively.

On December 31, 2001, Stone completed the acquisition of eight producing oil and gas properties and related assets located in the
Gulf of Mexico from Conoco. The purchase price of approximately $300,000 was financed with net proceeds from the December 2001
offering of $200,000 84% Senior Subordinated Notes due 2011 and borrowings under the bank credit facility. This acquisition was
accounted for under the purchase method of accounting. At December 31, 2001, $53,117 of the acquisition cost was allocated to
unevaluated properties based on our analysis of the acquired properties.

The following unaudited pro forma information details estimated operating results for 2001 and 2000 assuming the acquisition
occurred on January 1, 2000:

Year Ended December 31,
2001 2000
REVENUES. ..ottt $513,266 $542,545
NEt INCOMIE ... ieviiee i 17,879 177,208
Diluted net income per share ...........ccceeveerennnes. $0.68 $6.73

The pro forma financial information does not purport to be indicative of the results of operations that would have occurred had the
acquisition taken place at the beginning of the earliest period presented or future results of operations.

Building and Land:

Building and land are recorded at cost. Our Lafayette office building is being depreciated on the straight-line method over its
estimated useful life of 39 years.

Fixed Assets:

Fixed assets at December 31, 2001 and 2000 included approximately $2,593 and $2,764, respectively, of computer hardware and
software costs, net of accumulated depreciation. These costs are being depreciated on the straight-line method over an estimated useful
life of five years.

Other Assets:

Other assets at December 31, 2001 and 2000 included approximately $9,291 and $2,637, respectively, of deferred financing costs,
net of accumulated amortization, related to the issuance of the 8% and 8% Notes and the amendment of the credit facility (see Note
7). The costs associated with the Notes are being amortized over the life of the Notes using the effective interest method. The costs
associated with the credit facility are being amortized on the straight-line method over the term of the facility.
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NOTE 1 — ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: (Continued)
Eaqrnings Per Common Share:

Basic net income per share of common stock was calculated by dividing net income applicable to common stock by the weighted-
average number of common shares outstanding during the year. Diluted net income per share of common stock was calculated by
dividing net income applicable to common stock by the weighted-average number of common shares outstanding during the year plus
the weighted-average number of outstanding dilutive stock options granted to outside directors, officers and employees. There were
approximately, 531,000 and 462,000 weighted-average dilutive shares for the years ending December 31, 2000 and 1999 respectively.
In 2001, all stock options were considered antidilutive because of the net loss incurred during the year. Options that were considered
antidilutive because the exercise price of the stock exceeded the average price for the applicable period totaled approximately 279,000
shares and 71,000 shares during 2000 and 1999, respectively.

Gas Production Revenue:

We record as revenue only that portion of gas production sold and allocable to our ownership interest in the related well. Any gas
production proceeds received in excess of our ownership interest are reflected as a liability in the accompanying balance sheet.

Revenues relating to net undelivered gas production to which we are entitled but for which we have not received payment are not
recorded in the financial statements until such amounts are received. These amounts at December 31, 2001, 2000 and 1999 were
immaterial.

Income Taxes:

Income taxes are accounted for in accordance with Statement of Financial Accounting Standard (SFAS) No. 109, “Accounting for
Income Taxes.” Provisions for income taxes include deferred taxes resulting primarily from temporary differences due to different
reporting methods for oil and gas properties for financial reporting purposes and income tax purposes. For financial reporting purposes,
all exploratory and development expenditures related to evaluated projects are capitalized and depreciated, depleted and amortized on
the future gross revenue method. For income tax purposes, only the equipment and leasehold costs relative to successful wells are
capitalized and recovered through depreciation or depletion. Generally, most other exploratory and development costs are charged to
expense as incurred; however, we follow certain provisions of the Internal Revenue Code that allow capitalization of intangible drilling
costs where management deems appropriate. Other financial and income tax reporting differences occur as a result of statutory
depletion, different reporting methods for sales of oil and gas reserves in place, and different reporting methods used in the
capitalization of employee, general and administrative and interest expenses.

New Accounting Standards:

In July 2001, the Financial Accounting Standards Board (FASB) issued SFAS No. 141, “Business Combinations,” and SFAS No.
142, “Goodwill and Other Intangible Assets.” SFAS No. 141 prohibits the use of the pooling-of-interest method of accounting for all
business combinations initiated after June 30, 2001. SFAS No. 142 requires that goodwill not be amortized in any circumstances and
also requires goodwill to be tested for impairment annually or when events or circumstances occur between annual tests indicating that
goodwill for a reporting unit might be impaired. The standard establishes a new method for testing goodwill for impairment based on a
fair value concept and is effective for fiscal years beginning after December 15, 2001. The adoption of SFAS Nos. 141 and 142 is not
expected to have a material impact on our financial statements, because we do not have any goodwill recorded.

In July 2001, the FASB issued SFAS No. 143, "Accounting for Asset Retirement Obligations," effective for fiscal years beginning
after June 15, 2002. This statement will require us to record the fair value of liabilities related to future asset retirement obligations in
the period the obligation is incurred. We expect to adopt SFAS No. 143 on January 1, 2003. Upon adoption, we will be required to
recognize cumulative transition amounts for existing asset retirement obligation liabilities, asset retirement costs and accumulated
depreciation. We have not yet determined the transition amounts.

Derivative Instruments and Hedging Activities:

Under SFAS No. 133, as amended, the nature of a derivative instrument must be evaluated to determine if it qualifies for hedge
accounting treatment. Instruments qualifying for hedge accounting treatment are recorded as an asset or liability measured at fair value
and subsequent changes in fair value are recognized in equity through other comprehensive income, net of related taxes, to the extent the
hedge is effective. Instruments not qualifying for hedge accounting treatment are recorded in the balance sheet and changes in fair value
are recognized in earnings. At December 31, 2001, our put contracts were considered effective cash flow hedges, while our gas swap
contracts, with a subsidiary of Enron, were not considered effective due to Enron’s financial difficulties. (See Note 9)
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In our capacity as operator for our co-venturers, we incur drilling and other costs that we bill to the respective parties based on their
working interests. We also receive payments for these billings and, in some cases, for billings in advance of incurring costs. Our
accounts receivable are comprised of the following amounts:

December 31,

2001 2000
Accounts Receivable:
OthET COVEIUTETS .eevvveveeeveesteeseeseesesssestseseeenessstsssssastasssssssesaneens $11,211 $12,697
TIAAE oo e 35,371 75,670
Cfficers and emMpPlOYEES ......oocvvveerernernrcrircieciececiec e 4 22
Unbilled accounts receivable.....c.coovrvvverienrenrececcicnie e, 401 7,333
$46,987 $95,722

NOTE 3 — CONCENTRATIONS:
Sales to Major Customers

Our production is sold without collateral on month-to-month contracts at prevailing prices. The following table identifies customers
from whom we derived 10% or more of our total oil and gas revenue during the following years ended:

December 31,

2001 2000 1999
Adams Resources Energy, Inc..........ccccoeeee (a) (a) 10%
Columbia Energy Services .......ccccecveernnene (a) (a) 16%
Duke Energy Corporation ..........cccocoeeveeeane (a) 11% (a)
Dynegy, Incorporated ...........ccccoccevvnnrcnennne (a) (a) 1%
El Paso Merchant Energy, LP .........ccccc.e.e. 26% 13% (a)
Enron North America Corporation.............. 19% 10% (a)
Northridge Energy Marketing .........ccccceceees (a) (a) 12%

(a) lessthan 10 percent

We believe that the loss of any of these purchasers would not result in a material adverse effect on our ability to market future oil and
gas production.

During the fourth quarter of 2001, we recorded a $2,343 bad debt expense to reserve 100% of production accounts receivable from
Enron Corp.

Production Volumes

Production from South Pelto Block 23 and Eugene Island Block 243 each accounted for approximately 16% of our total oil and gas
production volumes during 2001,

Cash Deposits

Substantially all of our cash balances are in excess of federally insured limits.




NOTE 4 — INVESTMENT IN OIL AND GAS PROPERTIES:

The following table discloses certain financial data relative to our oil and gas producing activities, which are located onshore and

offshore the continental United States:

Year Ended December 31,

2001 2000 1999
Oil and gas properties—
Balance, beginning of year ............cccocvvveeieeieiecec e $1,368,084 $1,098,940 $904,456

‘ Costs incurred during year:

- Capitalized—

' Acquisition costs, net of sales of unevaluated properties .... 328,778 15,086 27,316
Exploratory drilling ..........cccociiiniinciinee s 176,679 138,420 66,848
Development drilling...........c.ccevvirrinivneiniernccrnn, 119,426 98,004 86,218
Employee, general and administrative costs and interest..... 16,720 19,234 15,440
Less: overhead reimbursements............coceoveveveeevereienerinsnenns (326) (1,600) (1,338)
Total costs incurred during Year ..........ccoeceveeevenrenrenrercnnennnns 641,277 269,144 194,484

Balance, end 0f Year ..ot $2,009,361 $1,368,084 $1,098,940
Charged to expense—
Operating costs:
Normal lease Operating eXpenses..........o.vurverurvnrersensenenss $47,564 $41,474 $33,372
Major MAINENANCE EXPENSES .....cvvvvrvrrsererssrsersrinsensessesesseenss 6,508 6,538 L115
Total OPerating CoSS......ccvrrreriirieriniere oo 54,072 48,012 34,487
Production taXes .........ccocveeeveevrieiiiee e e 6,408 7,607 2,933
$60,480 $55,619 $37,420
Unevaluated oil and gas properties—
Costs incurred during year:
ACQUISITION COSES..ouviviiiiririranrerireaeiaieeiiaeereeenneneesee e nsens $77,311 $22,760 $22,381
EXPloration COStS .....c.coeeuiieriniiiiereneiereree et : - 6,229 806
$77,311 $28,989 $23,187
Accumulated depreciation, depletion
and amortization—
Balance, beginning of year ..........ccoveerveneenccnnieneenes ($620,510) (8511,279) ($412,107)
Provision for depreciation, depletion and amortization....... (157,204) (109,231) (99,172)
Write-down of oil and gas properties ........ccocvevercerrcninnane. (237,741) - -
Balance, end 0f Year .........cccoviiiiiiiiie e (1,015,455) (620,510) (511,279)
Net capitalized costs (proved and unevaluated)...........cccoeeevevinenenn, $993,906 $747,574 $587,661
DD&A Per MCfe c.ovoiiiiieiiiiee e $1.70 $1.10 $1.08

At December 31, 2001 and 2000, unevaluated oil and gas properties of $113,372 and $55,691, respectively, were not subject to
depletion. Of'the $113,372 in unevaluated costs at December 31, 2001, $77,311 was incurred in 2001 and $36,061 was incurred in

prior years. We believe that a majority of unevaluated properties will be evaluated within one to 24 months.
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An analysis of our deferred taxes follows:

As of December 31,
2001 2000

Net operating 10ss carryforward...........coceerrinnrireiererreeinnns $9,795 $8,056
Statutory depletion carryforward ... 4,787 4,527
Contribution carryforward .........cooveerercreirinnninnnniennenonn 158 112
Capital loss carryforward.........cccocvvveriverecineienieenis e 43 43
Alternative minimum tax credit carryforward..........cccccoeeee 812 1,142
Temporary differences:

Oil and gas properties — full cost.......cccoeevvvnrevrereennnnnn. (48,617) (83,773)

Hedges ..o (4,214) -

OtheT. .o e 1,838 967
Valuation alloOWancCe ..........coovevveeiee it (158) -

(8$35,556) (568,926)

For tax reporting purposes, operating loss carryforwards totaled approximately $27,984 at December 31, 2001. Ifnot utilized, such
carryforwards would begin expiring in 2009 and would completely expire by the year 2021. In addition, we had approximately $14,195
in statutory depletion deductions available for tax reporting purposes that may be carried forward indefinitely. Recognition of a deferred
tax asset associated with these carryforwards is dependent upon our evaluation that it is more likely than not that the asset will ultimately
be realized.

During 1999, our provision for income taxes was net of a $1,460 reduction in deferred taxes related to estimates of tax basis that
were resolved during 1999. In order to conform Stone and Basin’s accounting methods, we recognized the $5,729 tax benefit related to
Basin’s 1998 write-down of oil and gas properties by reversing the valuation allowance that Basin recorded in 1998. This resulted in
additional deferred tax benefit for the year ended December 31, 1998 and deferred tax expense for the years ended December 31, 1999
and 2000. During 1999 and 2000, Basin had previously reduced its effective tax rate through the reversal of the valuation allowance
recorded in 1998. Reconciliations between the statutory federal income tax rate and our effective income tax rate as a percentage of
income before income taxes follow:

Year Ended December 31,
2001 2000 1999
Income tax expense (benefit) computed at the statutory
federal INCOME taX TALE .....ooverviriirce e (35%) 35% 35%
Non-deductible portion of merger eXpenses .......cccocovvvvveeerennnn, 2% - -
OHET ..ottt (1%) - (3%)
Effective inCome tax rate ........cccocoiiieiirierieie e (34%) 35% 32%

Income tax expense allocated to other comprehensive income amounted to $4,036 for 2001.
NOTE 6 — PRODUCTION PAYMENTS:

In June 1999, we acquired a 100% working interest in the Lafitte Field by executing an agreement that included a dollar-
denominated production payment to be satisfied through the sale of production from the purchased property. At thattime, we recorded a
production payment of $4,600 representing the estimated discounted present value of production payments to be made. As provided for
in a separate agreement, on September 23, 1999, Goodrich Petroleum Company, L.L.C. exercised its option to participate for a 49%
working interest in the Lafitte Field resulting in a reduction of the production payment to $2,346 at September 30, 1999. At December
31, 2001, the production payment associated with this transaction totaled $1,335.
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NOTE 6 — PRODUCTION PAYMENTS: (Continued)

In July 1999, we acquired an additional working interest in East Cameron Block 64 and a 100% working interest in West Cameron
Block 176 in exchange for a volumetric production payment. This agreement requires that 7.3 MMcf of gas per day be delivered to the
seller from South Pelto Block 23 until 8 Bef of gas have been distributed. At the transaction date, we recorded a volumetric production
payment of $17,926 representing the estimated discounted cash flows associated with the specific production volumes to be delivered.
We amortize the volumetric production payment as specified deliveries of gas are made to the seller and recognize non-cash revenue in
the form of gas production revenue. At December 31, 2001, the volumetric production payment was $2,988 and gas revenues of $5,975
were recognized during 2001,

NOTE 7 — LONG-TERM DEBT:

Long-term debt consisted of the following at:

December 31,

2001 2000
814% Senior subordinated notes due 2011 .......coocvvvvivieieeinieeeeee e $200,000 $ -
8%:% Senior subordinated notes due 2007.........cccvviviiverieniiie e 100,000 100,000
Bank debt.......oocoiiiiie s 126,000 48,000

Total long-term debt .. ... $426,000 $148,000

On December 5, 2001, we issued $200,000 8% Senior Subordinated Notes due 2011. The Notes were sold at par value and we
received net proceeds of $1935,500. There are no sinking fund requirements and the Notes are redeemable at our option, in whole but
not in part, at any time before December 15, 2006 at a Make-Whole amount. Beginning December 15, 2006, the Notes are redeemable
at our option, in whole or in part, at 104.125% of their principal amount and thereafter at prices declining annually to 100% on and after
December 15, 2009. In addition, before December 15, 2004, we may redeem up to 35% of the aggregate principal amount of the Notes
issued with net proceeds from an equity offering at 108.25%. The Notes provide for certain covenants which include, without
limitation, restrictions on liens, indebtedness, asset sales, dividend payments and other restricted payments. At December 31, 2001,
$723 had been accrued in connection with the June 15, 2002 interest payment.

At December 31, 2001 and 2000, long-term debt included of $100,000 8%4% Senior Subordinated Notes due 2007 and there were no
minimum principal payments due for the next five years. At December 31,2001, $2,601 had been accrued in connection with the March
15, 2002 interest payment. The Notes were sold at a discount for an aggregate price of $99,283. There are no sinking fund
requirements on the Notes and they are redeemable at our option, in whole or in part, at 104.375% of their principal amount beginning
September 15, 2002, and thereafter at prices declining annually to 100% on and after September 15, 2005. The Notes provide for
certain covenants which include, without limitation, restrictions on liens, indebtedness, asset sales, dividend payments and other
restricted payments.

At December 31, 2001, we had $126,000 of borrowings outstanding under our bank credit facility and letters of credit totaling
$7,347 had been issued pursuant to the facility. During December 2001, we increased our credit facility to $350,000. The amended
credit facility matures on December 20, 2004. At December 31, 2001, Stone had $116,653 of borrowings available under the amended
credit facility. The weighted average interest rate under the amended credit facility was approximately 3.4% at December 31, 2001.
Interest rates are tied to LIBOR rates plus a margin that fluctuates based upon the ratio of aggregate outstanding borrowings and letters
of credit exposure to the total borrowing base. Commitment fees are computed and payable quarterly at the rate of 50 basis points of
borrowing availability. The borrowing base limitation is re-determined periodically and is based on a borrowing base amount
established by the banks for our oil and gas properties. Our credit facility provides for certain covenants, including restrictions or
requirements with respect to debt to EBITDA ratio, tangible net worth, disposition of properties, incurrence of additional debt, change
of ownership and reporting responsibilities. These covenants may limit or prohibit us from paying cash dividends.

Concurrent with closing the merger on February 1, 2001, borrowings of $48,000 outstanding under Basin Exploration’s bank credit
facility were repaid with cash on hand and the credit facility was terminated.
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James H. Stone and Joe R. Klutts, both directors of Stone Energy, collectively own 9% of the working interest in certain wells drilled
on Section 19 on the east flank of Weeks Island Field. These interests were acquired at the same time that our predecessor company
acquired its interests in Weeks Island Field. In their capacity as working interest owners, they are required to pay their proportional
share of all costs and are entitled to receive their proportional share of revenues.

Our interests in certain oil and gas properties are burdened by various net profit interests granted at the time of acquisition to certain
of our officers and other employees. Such net profit interest owners do not receive any cash distributions until we have recovered all
acquisition, development, financing and operating costs. We believe the estimated value of these interests at the time of acquisition is
not material to our financial position or results of operations. Effective January 1, 2001, we acquired the net profit interests from our
employees through a final settlement payment and discontinued this benefit program. Two of our officers remain net profit interest
owners. Amounts paid to officers under the remaining net profits arrangement amounted to $1,777, $1,085 and $79 in 2001, 2000 and
1999, respectively.

We received certain fees as a result of our function as managing partner of certain partnerships. These partnerships were dissolved
on December 31, 1999, All participants in the partnerships, including four of our directors, James H. Stone, Joe R. Klutts, Raymond B.
Gary and Robert A. Bernhard, received overriding royalty interests in the related properties in exchange for their partnership interests.
For the year ended December 31, 1999, management fees and overhead reimbursements from partnerships totaled $224, the majority of
which was treated as a reduction of our investment in oil and gas properties. Until their dissolution, we collected and distributed
production revenue as managing partner for the partnerships’ interests in oil and gas properties.

In June 2000, we purchased property that adjoins our Lafayette office, from StoneWall Associates for an independently appraised
value of approximately $540. Two of our directors, James H. Stone and Joe R. Klutts, are partners of StoneWall Associates.

Joe R. Klutts received $56 and $41 during 2001 and 2000, respectively, in consulting fees after retiring, February 1, 2000, as an
employee of Stone.

Laborde Marine Lifts, Inc., of which John P. Laborde, one of our Directors and Audit Committee members, is Chairman, provided
services to us during 2000. The value of these services was approximately $75. Additionally, Laborde Marine LLC, in which Mr.
Laborde’s son has an interest, provided services to us during 2001 in the amount of $255.

The law firm of Gordon, Arata, McCollam, Duplantis and Eagan, of which B.J. Duplantis, one of our Directors and Audit Committee
members, is a Senior Partner, provided legal services for us during 2001 and 2000. The value of these services totaled approximately
$20 and $9 during 2001 and 2000, respectively.

NQOTE 9 — HEDGING ACTIVITIES:

We enter into hedging transactions to secure a price for a portion of future production that is acceptable at the time at which the
transaction is entered. The primary objective of these activities is to reduce our exposure to the possibility of declining oil and gas
prices during the term of the hedge. These hedges are designated as cash flow hedges when entered into. We do not enter into hedging
transactions for trading purposes. Monthly settlements of these contracts are reflected in revenue from oil and gas production. Under
generally accepted accounting principles beginning January 1, 2001, in order to consider these futures contracts as hedges, (i) we must
designate the futures contract as a hedge of future production and (ii) the contract must be effective at reducing our exposure to the risk
of changes in prices. Changes in the market values of futures contracts treated as hedges are not recognized in income until the hedged
item is also recognized in income. If the above criteria are not met, we will record the market value of the contract at the end of each
month and recognize a related increase or decrease in oil and gas revenue. Any amount received or paid related to terminated contracts
are amortized over the original contract period and reflected in revenue from oil and gas production.

At December 31, 2000, our oil put contracts were reflected as assets at a historical cost of $4,999 and, in accordance with generally
accepted accounting principles in effect at year-end 2000, our fixed price gas swap contracts were not reflected in the financial
statements since they were costless. Our gas put contracts were purchased subsequent to year-end and therefore were not reflected in the
December 31, 2000 balance sheet.
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NOTE 9 — HEDGING ACTIVITIES: (Continued)

We adopted SFAS No. 133 effective January 1, 2001. Upon adoption of SFAS No. 133, as amended, the after-tax increase in fair
value over historical cost of our oil put contracts of $1,736 was a transition adjustment that was recorded as a gain in equity through
other comprehensive income. In addition, the fair market value of the fixed price gas swaps was recorded as a liability and the
corresponding after-tax loss of $27,850 was recorded in equity through other comprehensive income.

At December 31, 2001, our oil and gas puts were reflected as assets at a fair value 0f $26,207. Our oil put contracts are with Bank of
America, N.A. and our gas put contracts are with J. Aron & Co. Put contracts are purchased at a rate per unit of hedged production that
fluctuates with the commodity futures market. The historical cost of the put contracts represents our maximum cash exposure. We are
not obligated to make any further payments under the put contracts regardless of future commodity price fluctuations. Under put
contracts, monthly payments are made to us if NYMEX prices fall below the agreed upon floor price, while allowing us to fully
participate in commodity prices above that floor. Qur put contracts are considered effective hedges under SFAS No. 133 and all
changes in fair value are recorded, net of taxes, in other comprehensive income.

In addition to put contracts, we utilized fixed price swaps to hedge a portion of our future gas production. Fixed price swaps
typically provide for monthly payments by us if NYMEX prices rise above the fixed swap price or to us if NYMEX prices fall below the
fixed swap price. At December 31, 2001,0our swap contracts were reflected as liabilities at fair value of $5,813.

Our natural gas swap contracts are with a subsidiary of Enron Corp. Due to Enron’s financial difficulties, there is no assurance that
we will receive full or partial payment of any amounts that may become owed to us under these contracts. Accordingly, these swaps no
longer qualify as effective hedges under SFAS No. 133. As a result, the changes in fair value for each period will now be recorded
through earnings and amounts previously recorded in other comprehensive income will be amortized through earnings over the
remaining life of the swaps. At December 31, 2001, other comprehensive income included $4,109 related to the natural gas swaps that
will be amortized over the remaining life of the swap contracts. Included in the 2001 non-cash derivative expense is a $169 gain from
amortization of other comprehensive income and a $340 gain related to the changes in the fair value of the swaps.

Since over 90% of our production has historically been derived from the Gulf Coast Basin, we believe that fluctuations in NYMEX
prices will closely match changes in the market prices we receive for our production. Oil contracts typically settle using the average of
the daily closing prices for a calendar month. Natural gas contracts typically settle using the average closing prices for near month
NYMEX futures contracts for the three days prior to the settlement date.

The following table shows our hedging positions as of January 1, 2002.

Puts
Gas Oil
Volume Volume
(BBtus) Floor Cost (Bbls) Floor Cost
2002 i, 21,900 $3.50 $5,201 1,277,500 $24.00 $3,152

Fixed Price Gas Swaps

Volume (BBtus) Price
2002 i 3,650 $2.15
2003 ., 3,650 $2.15

For the years ended December 31, 2001, 2000 and 1999, we realized net decreases in oil and gas revenue related to hedging
transactions of $1,819, $47,899, and $11,295, respectively.
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On February 1, 2001, our stockholders approved a proposal to amend our certificate of incorporation, in connection with the Basin
merger, increasing the number of authorized shares of our common stock from 25,000,000 to 100,000,000.

On July 28, 1999, Stone Energy completed an offering of 3,162,500 shares of its common stock at a price to the public of $43.75 per
share. After payment of the underwriting discount and related expenses, Stone received net proceeds of $130,760.

On June 23, 1999, Basin Exploration completed an offering of 4,312,500 shares (approximately 1,713,788 shares post merger) of its
common stock at a price to the public of $16.50 per share (approximately $41.52 per share post merger). After payment of the
underwriting discount and related expenses, Basin received net proceeds of $66,638.

NOTE 11 — COMMITMENTS AND CONTINGENCIES:

We lease office facilities in New Orleans, Louisiana, Denver, Colorado and at two locations in Houston, Texas under the terms of
long-term, non-cancelable leases expiring on April 4, 2003, March 15, 2005 and December 31, 2004 and March 31, 2006, respectively.
We also lease automobiles under the terms of non-cancelable leases expiring at various dates through 2004. The minimum net annual
commitments under all leases, subleases and contracts noted above at December 31, 2001 were as follows:

2002, it e $1,075
2003 (e 1,046
2004 oo, 1,045
2005 i 508
2006 v 98
Thereafter.......ccccooeiiiievieiiiene, -

Payments related to our lease obligations for the years ended December 31, 2001, 2000 and 1999 were approximately $1,280,
$1,146 and $859, respectively. We sublease office space to third parties, and for the years ended 2001, 2000 and 1999 we recorded
related receipts of $285, $181 and $186, respectively. Minimum lease rentals to be received from the sublease of office space is $239
for each of the years ended December 31, 2002, 2003 and 2004.

Until December 31, 1999, we were the managing general partner of eight partnerships and are contingently liable for any recourse
debts and other liabilities that may result from their operations until dissolution. We are not aware of the existence of any such liabilities
that would have a material impact on future operations.

We are contingently liable to surety insurance companies in the aggregate amount of $41,304 relative to bonds issued on our behalf
to the MMS, federal and state agencies and certain third parties from which we purchased oil and gas working interests. The bonds
represent guarantees by the surety insurance companies that we will operate in accordance with applicable rules and regulations and
perform certain plugging and abandonment obligations as specified by applicable working interest purchase and sale agreements.

We are also named as a defendant in certain lawsuits and are a party to certain regulatory proceedings arising in the ordinary course
of business. We do not expect these matters, individually or in the aggregate, to have a material adverse effect on our financial
condition.

OPA imposes ongoing requirements on a responsible party, including the preparation of oil spill response plans and proof of
financial responsibility to cover environmental cleanup and restoration costs that could be incurred in connection with an oil spill.
Under OPA and a final rule adopted by the MMS in August 1998, responsible parties of covered offshore facilities that have a worst
case oil spill of more than 1,000 barrels must demonstrate financial responsibility in amounts ranging from at least $10 million in
specified state waters to at least $35 million in OCS waters, with higher amounts of up to $150 million in certain limited circumstances
where the MMS believes such a level is justified by the risks posed by the operations, or if the worst case oil-spill discharge volume
possible at the facility may exceed the applicable threshold volumes specified under the MMS’s final rule. We do not anticipate that we
will experience any difficulty in continuing to satisfy the MMS’s requirements for demonstrating financial responsibility under OPA and
the MMS’s regulations.
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ii.

NOTE 12 — EMPLOYEE BENEFIT PLANS:

We have entered into deferred compensation and disability agreements with certain of our officers whereby we have purchased split-
dollar life insurance policies to provide certain retirement and death benefits for certain of our officers and death benefits payable to us.
The aggregate death benefit of the policies was $3,139 at December 31, 2001, of which $1,975 was payable to certain officers or their
beneficiaries and $1,164 was payable to us. Total cash surrender value of the policies, net of related surrender charges at December 31,
2001, was approximately $994. Additionally, the benefits under the deferred compensation agreements vest after certain periods of
employment, and at December 31, 2001, the lability for such vested benefits was approximately $842. The difference between the
actuaria} determined liability for retirement benefits or the vested amounts, where applicable, and the net cash surrender value has been
recorded as an other long-term asset.

We have adopted a series of incentive compensation plans designed to align the interests of our directors and employees with those
of our stockholders. The following is a brief description of each of the plans:

i

ii.

iii.

The Annual Incentive Compensation Program provides for an annual cash incentive bonus that ties incentives to the annual
return on our common stock, to a comparison of the price performance of our common stock to the average quarterly returns
on the shares of stock of a peer group of companies with which we compete and to the growth in our net earnings, net cash
flows and net asset value. Incentive bonuses are awarded to participants based upon individual performance factors. Stone
incurred expenses of $523, $1,722 and $1,510, net of amounts capitalized, for the years ended December 31, 2001, 2000 and
1999, respectively, related to incentive compensation bonuses paid under this program.

The 2001 Amended and Restated Stock Option Plan provides for 3,225,000 shares of common stock to be reserved for
issuance pursuant to this plan. Under this plan, we may grant both incentive stock options qualifying under Section 422 of the
Internal Revenue Code and options that are not qualified as incentive stock options to all employees and directors. All such
options must have an exercise price of not less than the fair market value of the common stock on the date of grant. Stock
options to all employees vest ratably over a five-year service-vesting period and expire ten years subsequent to award. Stock
options issued to non-employee directors vest ratably over a three-year service-vesting period and expire five years subsequent
to award. '

The Stone Energy 401(k) Profit Sharing Plan provides eligible employees with the option to defer receipt of a portion of their
compensation and we may, at our discretion, match a portion or all of the employee's deferral. The amounts held under the
plan are invested in various investment funds maintained by a third party in accordance with the directions of each employee.
An employee is 20% vested in matching contributions (if any) for each year of service and is fully vested upon five years of
service. For the years ended December 31,2001, 2000 and 1999, Stone contributed $688, $445 and $313, respectively, to the
plan. ’

The following Basin benefit plans were in effect during portions of the periods presented but were terminated upon consummation of
the merger on February 1, 2001. Unless otherwise indicated, the following share amounts do not reflect the conversion factor of .3974
of a share of Stone common stock for each share of Basin common stock:

Basin Exploration had a 401(k) profit sharing plan. All Basin employees who joined Stone were eligible to participate in
Stone’s 401 (k) plan based on years of service with Basin. In the month of January 2001, Basin contributed $13 to the Basin
401(k) profit sharing plan prior to termination. During 2000 and 1999, Basin contributed $383 and $241, respectively, to the
Basin 401(k) profit sharing plan.

Under the Equity Incentive Plan, Basin’s officers, key employees, consultants and directors were eligible to receive incentive
stock options, non-qualified stock options, restricted stock and performance shares. At December 31, 2000, approximately
1,599,000 shares were available for grant under the plan. Of this total, an aggregate of 1,283,000 shares of Basin common
stock were subject to prior issuances under such plan, including 182,000 non-vested shares of restricted stock and performance
shares and 1,100,000 outstanding stock options.

Basin granted 19,000 shares of restricted stock during 2000. Approximately $206, $291 and $466 of related compensation
expense was recognized during 2001, 2000 and 1999, respectively. As of December 31, 2001 only 2,514 shares of restricted
stock, as converted to Stone shares, remained subject to future vesting in 2002 and 2003. With the consummation of the
merger, no further grants of restricted stock were made and after the remaining shares are vested this plan will be terminated.

F-18




NUOLTK 12 — BEMPLOYRE bENLFIT PLANSD (Continued)

Basin granted 50,000 and 55,000 performance shares during 2000 and 1999, respectively. Expense was recognized based on
vesting schedules, projections of performance and changes in the price of Basin common stock during the applicable vesting
periods. Related compensation expense of $640 and $1,593 was recognized during 2000 and 1999, respectively. All
outstanding performance shares at February 1, 2001 were forfeited.

In October 1995, the FASB issued SFAS No. 123, “Accounting for Stock-Based Compensation,” which became effective with
respect to us in 1996. Under SFAS No. 123, companies can either record expense based on the fair value of stock-based compensation
upon issuance or elect to remain under the current Accounting Principles Board Opinion No. 25 (“APB 25”) method whereby no
compensation cost is recognized upon grant if certain requirements are met. We have continued to account for our stock-based
compensation under APB 25. However, disclosures as if we had adopted the expensed recognition provisions under SFAS No. 123 are
presented below.

If the compensation cost for stock-based compensation plans had been determined consistent with the expense recognition provisions
under SFAS No. 123, our 2001, 2000 and 1999 net income (loss) and basic and diluted earnings (loss) per common share would have
approximated the pro forma amounts below:

Year Ended December 31,
2001 ‘ 2000 1999
As Pro As Pro As Pro

Reported Forma Reported Forma Reported Forma

Net income (10SS)....covevrenenen. ($71,373)  ($74,944) $126,457  $121,248 $37,066 $33,957
Earnings (loss) per common
Shar]g;m ($2.73)  ($2.87) $4.90 $4.70 $1.61 $1.48
Diluted oo (S273) (S2.87) $4.80 $4.60 $1.58 $1.43

A summary of stock options as of December 31, 2001, 2000 and 1999 and changes during the years ended on those dates is
presented below.

Year Ended December 31,
2001 . 2000 1999
Wetd. Wetd. Wetd.
Number Avg. Number Avg. Number Avg.
of Exer. of Exer. of Exer.
Opticns Price Opticns Price Options Price
Outstanding at beginning of year .... 1,880,077 $34.39 1,771,668 $27.22 1,428,029 $21.95
Granted........ooooe v 588,200 48.72 455,045 51.92 530,197 37.47
Expired.....ccccooviiniininnninincineeenns - (163,861) 47.18 (13.000) 23.95 (34,923) 22.73
Exercised.......ocoooviiviiniiiiieieene, (245,885) 28.81 (333,636) 20.52 (151,635) 15.96
Outstanding at end of year .............. 2,058,531 $38.04 1,880,077 $34.39 1,771,668 $27.22
Options exercisable at year-end ...... 963,761 27.95 808,072 24.48 782,082 20.29
Options available for future grant ... 910,750 957,250 299,750
Weighted average fair value of
options granted during the year.... $23.86 $28.65 $22.87
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f NOTE 12 — EMPLOYEE BENEFIT PLANS: (Continued)

The weighted average fair value of each option granted during the periods presented is estimated on the date of grant using the
Black-Scholes option-pricing model with the following assumptions: (a) dividend yield of 0%, (b) expected volatility of 44.24%,
45.72% and 47.18% in the years 2001, 2000 and 1999, respectively, (c) risk-free interest rate of 4.88%, 6.76% and 6.07% in the years
2001, 2000 and 1999, respectively and (d) expected life of six years for employee options and four years for director options.

The foliowing table summarizes information regarding stock options outstanding at December 31, 2001:

Options OQutstanding Options Exercisable

Range of Options Wegtd. Avg. Wetd. Avg. Options Wgtd. Avg.

Exercise Qutstanding Remaining Exercise Exercisable Exercise
Prices at 12/31/01 Contractual Life Price at 12/31/01 Price
$9 %20 206,110 2.3 years $12.37 206,110 §12.37
20-30 490,154 4.6 years 24.09 412,830 23.67
30-40 585,145 6.8 years 36.83 226,620 36.04
40 - 50 146,000 8.5 years 45.80 30,200 45.44
50-61.93 631,122 7.8 years 56.59 88,001 57.73
2,058,531 6.2 years 38.04 963,761 27.95

NOTE 13 — OIL AND GAS RESERVE INFORMATION — UNAUDITED:

Our net proved oil and gas reserves at December 31, 2001 have been estimated by independent petroleum consultants in accordance
with guidelines established by the Securities and Exchange Commission ("SEC"). Accordingly, the following reserve estimates are
based upon existing economic and operating conditions at the respective dates.

There are numerous uncertainties inherent in estimating quantities of proved reserves and in providing the future rates of production
and timing of development expenditures. The following reserve data represents estimates only and should not be construed as being
exact. In addition, the present values should not be construed as the market value of the oil and gas properties or the cost that would be
incurred to obtain equivalent reserves. :
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NULR 15 — OlL AND GAS RESERVE INFORMATION - UNAUDITED: (Continued)

The following table sets forth an analysis of the estimated quantities of net proved and proved developed oil (including condensate)
and natural gas reserves, all of which are located onshore and offshore the continental United States:

Natural
O1il in Gas in
MBbls MMef
Proved reserves as of December 31, 1998.......coiiiiiiiviiiiiiieieeeiece e 27,143 370,772
Revisions of previous eSHMAES ........ccvvciiriiiii i 3,961 (7,027)
Extensions, discoveries and other additions...........cccoccvevviiveeinrinnnienieercnennn. 3,305 67,001
Purchase of producing properties ..o 5,128 19,101
Production (1) ............................................................................................. (4,324) (64, 1 80)
Proved reserves as of December 31, 1999......coceiiieieviic e 35,213 385,667
Revisions of previous eStimates ..o (3,568) (10,499)
Extensions, discoveries and other additions............c.oocveviivceneenieenceniernn 6,375 85,534
Purchase of producing properties ..o 54 7,394
Production (1) ............................................................................................. (4’449) (69,572)
Proved reserves as of December 31, 2000........cccceiovvveciiiveeeieeireecree e 33,625 398,524
Revisions of previous eStimates............cccoooeiiiivcnicinieeeee e (1,703) (2,876)
Extensions, discoveries and other additions...........ccoevveeviiereceenvrneneereeees 2,727 52,742
Purchase of producing properties ...........ccocoiiiiiriencreeecceree e 24,765 59,849
Production (1) ...cooce oo e e (4,023) (65,570)
Proved reserves as of December 31, 2001 ..o 55,391 442,669
Proved developed reserves:
as of December 31, 1999 ..o 25,194 309,696
as of December 31, 2000 ......coooiiiiiiveiice e 25,374 307,320
as of December 31, 2001 ..ot 43,094 351,269

(1) Excludes gas production volumes related to the volumetric production payment. See “Note 6 — Production Payments.”

The following tables present the standardized measure of future net cash flows related to proved oil and gas reserves together with
changes therein, as defined by the FASB. You should not assume that the future net cash flows or the discounted future net cash flows,
referred to in the table below, represent the fair value of our estimated oil and gas reserves. As required by the SEC, we determine
estimated future net cash flows using period-end market prices for oil and gas without considering hedge contracts in place at the end of
the period. The average 2001 year-end product prices for all of our properties were $18.64 per barrel of oil and $2.79 per Mcf of gas.
Future production and development costs are based on current costs with no escalations. Estimated future cash flows net of future
income taxes have been discounted to their present values based on a 10% annual discount rate.
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NQOTE 13 — OIL AND GAS RESERVE INFORMATION - UNAUBITED: (Continued)
Standardized Measure
Year Ended December 31,
2001 2000 1999
Future cash flOWS ...o.oooeiioiieiieieee e $2,274,665 $4,902,297 $1,806,565
Future production and development COSS......cuveeeiinirecieeinneenneen (767,442) (701,533) (613,129)
FUtUIE INCOME TAXES wvvivvvvveirreeirinrirererrisresrsssearsesrsesevesssessnessassens (212,883) (1,392,078) (215,879)
Future net cash floWS....ooovvvii it 1,294,340 2,808,686 977,557
10% annual dISCOUNT .eovvecvreveiierir e rre e ree e (385,764) (825,937) (286,076)
o Standardized measure of discounted future net cash flows .......... $908,576 $1,982,749 $691,481
Changes in Standardized Measure
Year Ended December 31,
2001 2000 1999
Standardized measure at beginning of year.......c..ccceevieninnennene $1,982,749 $691,481 $418,403
Sales and transfers of oil and gas produced, net of
PTOAUCHION COSTS..iviiranieiitieie ittt (333,200) (368,243) (178,007)
Changes in price, net of future production CostsS .........ccorvvvverianine (2,097,695) 1,784,727 326,300
Extensions and discoveries, net of future production
and development COSES.....vvviriviirerireriiiire e neee e 134,876 656,944 138,945
Changes in estimated future development costs, net of
development costs incurred during the period...........cooovenen. 61,994 30,608 13,348
Revisions of quantity estimates ........c.coccverecrcrieniciiriniieee e (19,982) (162,462) 28,735
Accretion of diSCOUNT ........oovvviiiiiiie i 294,179 83,064 45,059
Net change in iNCOME tAXES ...eeovevrereerrireeeee e e e e neeenreenees 828,820 (819,893) (108,160)
Purchases of reserves in-place.......ccccvvvvrerrireneceecnn 314,394 48,752 60,065
Changes in production rates due to timing and other .................. (257,559) 37,771 (53,207)
Standardized measure at end of year...........ccooeeviiniiiciiiininee $908,576 $1,982,749 $691,481
NOTE 14 — SUMMARIZED QUARTERLY FINANCIAL INFORMATION — UNAUDITED:
Basic Diluted
Net Earnings (Loss) Earnings (Loss)
Revenues Expenses Income (Loss) Per Share Per Share
2001
First Quarter................ $144,001 $104,742 $39,259 $1.51 $1.49
Second Quarter ........... 106,729 77,661 29,068 1.11 1.10
Third Quarter.............. 83,082 228,150 (145,068) (5.54) (5.54)
Fourth Quarter ............ 64,684 59,318 5,366 0.20 0.20
$398,496 $469,871 ($71,375) (2.73) (2.73)
2000
First Quarter................ $70,869 $53,097 $17,772 $0.69 $0.68
Second Quarter ........... 84,302 59,007 25,295 0.98 0.96
Third Quarter.............. 109,547 72,165 37,382 1.45 1.42
Fourth Quarter ............ 121,448 75,440 46,008 1.78 1.74
$386,166 $259,709 $126,457 4.90 4.80
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GLOSSARY OF CERTAIN INDUSTRY TERMS

The definitions set forth below shall apply to the indicated terms as used in this Form 10-K. All volumes of natural gas referred to
herein are stated at the legal pressure base of the state or area where the reserves exist and at 60 degrees Fahrenheit and in most
instances are rounded to the nearest major multiple.

Bbtu. One billion Btus.

Bef. One billion cubic feet of gas.

Befe. One billion cubic feet of gas equivalent. Determined using the ratio of one barrel of crude oil to six mcf of natural gas.

Bbl. One stock tank barrel, or 42 U.S. gallons liquid volume, used herein in reference to crude oil or other liquid hydrocarbons.

Bru. British thermal unit, which is the heat required to raise the temperature of a one-pound mass of water from 58.5 to 59.5 degrees
Fahrenheit.

EBITDA. Represents net income attributable to common stock plus interest, income taxes, deprectation, depletion and amortization
and non-cash ceiling test write-downs of oil and gas properties.

Development well. A well drilled within the proved area of an oil or gas reservoir to the depth of a stratigraphic horizon known to be
productive.

Exploratory well. A well drilled to find and produce oil or gas reserves not classified as proved, to find a new reservoir in a field
previously found to be productive of oil or gas in another reservoir or to extend a known reservoir.

Farmin or farmout. Anagreement under which the owner of a working interest in an oil and gas lease assigns the working interest or
a portion thereof to another party who desires to drill on the leased acreage. Generally, the assignee is required to drill one or more wells
in order to earn its interest in the acreage. The assignor usually retains a royalty or reversionary interest in the lease. The interest
received by an assignee is a "farmin" while the interest transferred by the assignor is a "farmout."

Finding costs. Costs associated with acquiring and developing proved oil and gas reserves which are capitalized pursuant to
generally accepted accounting principles, excluding any capitalized general and administrative expenses.

Gross acreage or gross wells. The total acres or wells, as the case may be, in which a working interest is owned.

LIBOR. Represents the London Inter-Bank Overnight Rate of interest.

MBbls. One thousand barrels of crude oil or other liquid hydrocarbons.

MBbls/d. One thousand barrels of crude oil or other liquid hydrocarbons per day.

Mcf. One thousand cubic feet of gas.

Mecfe. One thousand cubic feet of gas equivalent. Determined using the ratio of one barrel of crude oil to six mef of natural gas.
Mcf/d. One thousand cubic feet of gas per day.

MMBbIs. One million barrels of crude oil or other liquid hydrocarbons.

MMBtu. One million Btus.

MMcf. One million cubic feet of gas.




GLOSSARY OF CERTAIN INDUSTRY TERMS: (Continued)
MMcfe. One million cubic feet of gas equivalent. Determined using the ratio of one barrel of crude oil to six mef of natural gas.
MMcf7d. One million cubic feet of gas per day.

Make-Whole Amount. The greater of 104.125% of the principal amount of the 84% Notes and the sum of the present values of the
remaining scheduled payments of principal and interest discounted to the date of redemption on a semiannual basis at the applicable
treasury rate plus 50 basis points.

Net acres or net wells. The sum of the fractional working interests owned in gross acres or gross wells.

Pooling of Interests. An accounting method for business combinations in which the financial statements and results of operations are
prepared as if the companies had been combined at the beginning of the earliest period shown. In addition, the assets and liabilities of
the combining companies are carried forward to the combined entity at book value.

Present value. When used with respect to oil and gas reserves, present value means the estimated future gross revenue to be
generated from the production of proved reserves, net of estimated production and future development costs, using prices and costs in
effect as of the date of the report or estimate, without giving effect to non-property related expenses such as general and administrative
expenses, debt service and future income tax expense or to depreciation, depletion and amortization, discounted using an annual
discount rate of 10%.

Production payment. An obligation of the purchaser of a property to pay a specified portion of future gross revenues, less related
production taxes and transportation costs, to the seller of the property.

Productive well. A well that is found to be capable of producing hydrocarbons in sufficient quantities such that proceeds from the
sale of such production exceeds production expenses and taxes.

Proved developed reserves. Proved reserves that can be expected to be recovered from existing wells with exiéting equipment and
operating methods.

Proved reserves. The estimated quantities of crude oil, natural gas and natural gas liquids which geological and engineering data
demonstrate with reasonable certainty to be recoverable in future years from known reservoirs under existing economic and operating

conditions.

Proved undeveloped reserves. Reserves that are expected to be recovered from new wells on developed acreage where the subject
reserves cannot be recovered without drilling additional wells.

Royalty interest. An interest in an oil and gas property entitling the owner to a share of oil or gas production free of production
costs.

Tef. One trillion cubic feet of gas.

Undeveloped acreage. Lease acreage on which wells have not been drilled or completed to a point that would permit the production
of commercial quantities of oil and gas regardless of whether such acreage contains proved reserves.

Volumetric production payment. An obligation of the purchaser of a property to deliver a specific volume of production, free and
clear of ali costs, to the seller of the property.

Working interest. An operating interest that gives the owner the right to drill, produce and conduct operating activities on the
property and to receive a share of production.
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